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PROCEUEDTINGS

COMMISSIONER DAVID MORALES:

Good morning and welcome.
FROM THE AUDIENCE: Good morning.
COMMISSIONER DAVID MORALES:

Thank you, good morning.

I am joined today by three key
partners here; Tom O'Brien, Assistant
Attorney General; Commissioner Murphy and
soon Commissioner John Auerbach for the
Department of Public Health.

Again I want to thank you all for
coming. My name is David Morales,
Commissioner of Health Care Finance and
Policy.

I welcome you to the opening day of
the Division's public hearings on Health
Care Cost Trends.

Before we get started though, I
want to take sometime to provide an overview
of our goals for the hearings and to explain
our general format today.

In 2006 when Massachusetts passed
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its landmark Health Reform Law it set a
model for the nation of designing a path to
achieve near universal health insurance
coverage.

While the effort to expand coverage
has proven successful with over 97 percent
of the state's residents now insured, the
rapid growth of health care costs both
locally and across the nation continues to
cause significant challenges.

Individuals, families, communities
and employers are still struggling under the
weight of higher health care costs which cut
into wage growth, stymy job creation and
impact spending on other sectors of the
economy at precisely the time we need to
rebuild our economy.

In fact, the cost of health
insurance has grown by approximately 7
and-a-half percent each year on average over
the last decade while gross domestic product
has only increased about 3 and-a-half
percent per year during that same period.

In the same sense that there was a
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shared responsibility for expansion in
coverage in Massachusetts we must now focus
our collective attention to mitigating
health care costs and maximizing quality and
efficiency in our health care system.

There is no easy answer or solution
to this challenge.

These hearings represent a critical
juncture for the Massachusetts health care
system and for the Commonwealth in general.

In 2008 the legislature passed a
law led by Senate President Murray that
directed the Division to issue reports on
health care costs and to then hold public
hearings with key stakeholders on the health
care system to help determine the best
course forward with action-oriented
solutions.

These hearings are the culmination
of over a year's work researching health
care cost growth in the Commonwealth by the
Division of Health Care Finance and Policy,
the Office of the Attorney General, the

Division of Insurance and many others across
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government and the marketplace.

We are committed to developing a
more rationale and effective approach to
insuring our health care system delivers
value, mitigates health care cost and
provides quality care.

This week's hearings bring together
key health care stakeholders -- providers,
insurers, employers and consumers and
experts.

In order to surface the factors
driving health care costs and to identify
short-term and long-term solutions that will
mitigate growth in health care spending in
Massachusetts, it is my intention and the
intention of my partners from the Division
of Insurance, Department of Public Health,
the Office of the Attorney General, to
surface different and even conflicting
perspectives on what is driving the rapid
rise of health care cost in Massachusetts
and what can be done about it through public
policy and changes in industry practices.

Ultimately this public dialogue
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will better situate Massachusetts to
contribute its unique experience to the
national discussions on access, health care
cost containment, quality improvement and
offer valuable insight to a final report
that the Division will issue to the
legislature on strategies for mitigating
health care costs and payment reforms.

In terms of format, the hearings
today will generally be presented in
thematic moderated panels with each witness
given the opportunity to make brief
openings remarks, answer questions and
briefly respond to other comments.

The Division has identified a
representative sample of health care
providers and payers to serve as witnesses
today.

The panelists will be sworn in and
will, therefore, provide their testimony
under oath.

We, in fact, today will not have
anyone submit testimony under oath but we

will commence Thursday and Friday.
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While the Moderator will ask the
majority of questions, the four of us at the
head panel will intervene at any point.

In addition, I encourage all of you
to engage in the discussion. There are
index cards available at the registration
table. Please make sure you write any
guestions you may have for the panelists and
give them to members of my team who are here
today. Again, index cards are at the front
of the registration table when you first
come out of the elevator but I strongly
encourage you to engage.

At the end of each panel the
Moderator will then select some of these
guestions and ask them of the panelists.

Before we begin, I also want to
quickly review the agenda. We will start
today with brief comments from several key
state officials.

Following their thoughts, we will
hear from three of the experts who conducted
the research and analysis for the Division's

preliminary reports on health care costs

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

released in February -- Cindy Parks Thomas
of Brandeis University's Heller School;
Dianna Welch of Oliver Wyman Actuarial
Consulting and Deborah Chollet of
Mathematica Policy Research.

Their presentations will be
moderated by Professor Stanley Wallack of
Brandeis University's Heller School.

Later when we hear from the
Division of Insurance regarding their
hearings, an analysis and expert witness
economist, Len Nichols, on "What is the Cost
of Doing Nothing?"

There will be a short 30-minute
break for lunch. The cafeteria is on the
first floor. And we will promptly again at
1:15 with the Attorney General, Martha
Coakley and she will be followed by two
panel presentations with employer and
consumer representatives respectively.

Hopefully, i1f we can stay on
schedule, and I do have a gavel, we should
conclude today at 5:00.

I am going to now ask the panelists
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to join us, i1f you don't mind, before we go
into the formal agenda.

Cindy, and the others, if you don't
mind just coming up to the table.

(Panelist seated at the table.)

COMMISSIONER DAVID MORALES: At
the time I would like for -- if you don't
mind -- we are going to take a couple of

minutes break just to make sure that the
mikes are functioning with the panelists and
we will begin promptly by Governor Deval
Patrick followed by Senate President Murray.
Thank you for your patience. We

will be two more minutes.

(Short Pause.)

COMMISSIONER DAVID MORALES:
Good morning. We are going to continue this
morning's program at the hearing.
At this time it is really an honor
and pleasure to invite to the podium Senate
President Murray.

(Applause from audience.)
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SENATE PRESIDENT MURRAY: Thank
you, David. Good morning, everyone.

I thank you for inviting me to
participate in these very important public
hearings.

Two years ago this month Senator
Richard Moore and I introduced comprehensive
legislation to address the rising cost of
health care.

We made the case that controlling
costs increases was essential to our
long-term economic growth and the
sustainability of our health care reform
law.

A key piece of that legislation was
requirement that the Attorney General and
the Division of Health Care Finance and
Policy hold annual public hearings to
examine health care cost drivers and hold
insurers and providers accountable for costs
increases.

And today represents the first time
those required hearings are being held and I

want to thank the Commissioner for
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scheduling them.

Health care costs are the No. 1
issue facing our economy and the urgency to
bring down costs is greater than ever.

We are at a crossroads and we must
take the path of action -- failure to act is
not acceptable.

Health spending has reached a level
where continued annual increases of three to
four percentage points higher than the
state's economic growth will increasingly
inhibit employers' ability to create jobs
and our state and local government to
maintain other essential services.

In short, health care costs
continue to squeeze our state's finances and
make it increasingly difficult for young
people, families and business, large and
small, to make ends meet.

Overall Massachusetts spending on
health care is 15 percent higher than the
rest of the nation. These hearings will
help eliminate why this is the case and what

the state and insurers and providers can do
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to slow cost growth.

And these solutions can't Jjust come
from government alone.

These hearings are designed for
other voices -- those of consumers,
business, business' people, doctors,
hospital administrators, insurance company
representatives and health policy experts --
all offering information and recommending
solutions to the cost problem.

It is time we get a handle on
health care cost drivers which have been a
problem for too long even before our
landmark Health Care Reform Act of 2006.

Health care reform was Step One and
as a result more than 97 percent of
Massachusetts residents now have coverage.

Step Two is Chapter 305 our Cost
Containment Law passed almost two years ago
which is essential to making sure that
health care in Massachusetts continues to
move forward.

The law attacks costs on several

fronts and these hearings are a requirement
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that will help us identify why we continue
to see significant rate increases every
year.

The Attorney General's preliminary
report from January begins to identify some
factors associated with premium increases in
Massachusetts.

It also sheds some light on market
inconsistencies and practices by insurers
and providers that will help direct
solutions and future legislation.

Together with the information we
uncover from these public hearings, we
should get a handle on the complexities of
cost drivers and get some answers on how to
put the brakes on and start putting costs in
the other direction.

These hearings are truly
unprecedented in both scope and depth and
reflect our shared commitment of
thoughtfully addressing this complicated
issue.

And once these hearings are over,

we must act quickly and decisively to make
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the solutions a reality free from
bureaucratic red tape and complete with the
knowledge and wisdom of people who work in
the health care field every day and those
most effected by the hardships in increasing
costs.

The testimony and information
presented in the next few days must continue
to inform our policy agenda for this session
and far beyond.

This will be our time to take
action and bring relief to families and
small businesses while also setting course
for long-term payment reform.

Thank you, again, for your time and
your commitment to this important issue and
we look forward and the rest of the
legislation looks forwards to results.

Thank you.

(Applause from the Audience.)
COMMISSIONER DAVID MORALES:
Thank you, Senate President Murray.
Now, I would like to call Secretary

Judy Ann Bigby, Secretary of Health and
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Human Services to the podium.
(Applause from the Audience.)
COMMISSIONER DAVID MORALES: And
I would also like to acknowledge Attorney
General Martha Coakley who is with us today.
(Applause from the Audience.)
SECRETARY JUDY ANN BIGBY: Thank
you, Commissioner Morales and thank you,
all, for being here this morning.

I want to acknowledge vyour
colleagues at the podium, Tom O'Brien and
Joe Murphy and also, thank you, Senate
President for your leadership in making sure
that these hearings actually happened today
and in the years to come and thank you,
Attorney General, Martha Coakley, for your
partnership and dedication in making this
happen.

I appreciate the opportunity to
address you today as we come together to
address a critical challenge of the rising
health care costs.

As the Senate President said, now

is the time to really address this because
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we have achieved near universal coverage in
Massachusetts with 97 percent of the
residents with insurance.

While this is an amazing
accomplishment, we must move forward to
improve both the gquality and affordability
of health care so we can maintain and
improve access to care.

So this is not just about
containing costs. It 1is about making sure
that we maintain access and that we are
providing the highest quality of care that
we can provide to residents of
Massachusetts.

Simply put, we must restructure the
system of delivery to a high wvalue health
care system that is less costly, more
efficient, more equitable and produces
better health outcomes.

During these hearings we are likely
to hear many perspectives about the problems
that create high health care costs and how
to address them.

I suspect that much of what we hear
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we have heard before but this is the first
time that we will all be presented in a
comprehensive manner.

We all will understand why we have
soaring health care costs and how they are
barriers for individuals and businesses.

And this is the time that we need
to address this problem as we are attempting
to rebuild the economy in Massachusetts.

Recently the Governor made
recommendations about ways to address the
costs, the rising costs for small
businesses, but we know that these are not
long-term solutions and that we must move on
to help bring insurance costs under control
for businesses, but also make health care
more affordable for individuals and for
government.

As the Governor noted in his
testimony last week to the Joint Committee
on Health Care Financing and Community
Development and Small Businesses, these
steps are simply a jumping off point for

reforms that will bring long-term solutions.
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As such these hearings represent a
critical Jjuncture for cost containment
conversations in the Commonwealth.

One of the features of our health
care system that is a barrier towards making
a more efficient system of delivery 1is the
way we pay for health care and I hope that
the dialogue that takes place over the next
few days will address this critical and
complex issue and explore the ways that we
can move from a fee-for-service payment
system in which doctors and other providers
are paid for each service they provide and
is increasingly seen as a barrier to
effective, coordinated and efficient care.

Fee-for-service rewards, the
misuse, overuse and duplication of services
and favor costly specialized treatment over
preventative and primary care.

Primary care physicians,
psychiatrists and others who I call who
deliver bread and butter medicine have
gotten the message.

Their services are not as valued as
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of those of specialists and it is reflected
in the stories we hear about barriers to
access to care.

Changing the way we pay for health
care by moving away from a primarily
fee-for-service system is the only way we
can achieve transportation to a better
system of care and one that ideally lowers
the rate of growth and health care costs.
Incentive should support full vertical and
horizontal integration of providers and
services with patients having access at
multiple connected points.

Care 1s more coordinated for
patients who seek it for more organized
delivery models such as an integrated
delivery systems and physician practices
that are based in the primary care
centered -- a patient-centered primary care
medical home.

Delivery of care within among
provider organizations and insuring care
coordination across the sites of care

especially from when transitioning from the
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hospital to other centers should also be a
key objective of system redesign.

I urge you to consider effective
payment reforms that will push the system
away from disorganized poorly coordinated
and inefficient care away from care that may
not take into consideration patient
preferences resulting in unnecessary and
unwanted procedures and innovations, away
from policies that result in an undersupply
of primary care providers and an oversupply
of other specialists and away from care that
is delivered without attention to clinical
science.

Failure to take immediate and
lasting action will result in continually
rising health care costs which will continue
to burden not only our state's individuals
and businesses but also state government.

Thank you very much for your
attention to this and I look forward to
seeing the outcomes from this several day
process.

(Applause from the Audience.)
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COMMISSIONER DAVID MORALES: Now
it is my honor to invite to the podium, His
Excellency, Governor Deval Patrick.

(Applause from the Audience.)

GOVERNOR DEVAL PATRICK: Thank
you very much.

Thank you, Commissioner Morales and
Commissioner Auerbach, I think is coming
soon, Commissioner Murphy, General O'Brien,
General Coakley, Secretary, thank you all,
thank you members of the panel, Ladies and
Gentlemen. I am going to be very brief and
to the point.

Since the implementation of health
care reform in Massachusetts, you all know
we have made incredible strides in ensuring
access to health care.

Today over 97 percent of our
residents have health insurance today. Not
another state can touch us.

By any measure, it has been a
remarkable achievement but like every other
state and locality, health care costs

continue to rise and to rise sharply.
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It effects our economic growth, the
stability of local communities and our
ability to continue to lead the nation in
health care.

Soaring health care costs rising
far in excess of medical inflation are
especially hard on small businesses,
preventing growth at the moment we need it
most.

Companies with fewer than 50
employees make up 85 percent of businesses
in our Commonwealth. They are the
undisputed engines of new job creation and
economic development but small business
owners are paying 74 percent more in monthly
premium costs than they were just a decade
ago.

Since 2001 the median cost of
health care for an individual employee has
increased by 76 percent.

Year after year small businesses
and their employees have been
disproportionately hit with double digit

health insurance premium increases. The
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payers and providers in the health care
industry are as smart and as creative as
they come. They have participated
constructively in developing long-term
responses to these issues but without a
short-term solution our economic recovery 1is
in jeopardy and on that score, the response
of the industry has frankly been lacking.
The situation is stark.

If health care costs for small
employers are not contained, they cannot
create jobs. If they don't create jobs, we
will have no economic recovery.

Our opportunity, indeed our
responsibility, right now is to work
together towards a simple goal -- lower
health care costs for small businesses and
working families in Massachusetts.

If we fail to act, the job growth
we need right now will slowly suffocate.

Last week I testified in front of
the Joint Committees on Health Care
Financing and Community Development and

Small Businesses. The Senator 1s here and I
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thank you, again, for that hearing.

We testified about our regulatory
and legislative proposals to provide
immediate health care cost relief to small
businesses throughout the Commonwealth.

Proposals including all oversight
of health insurer and provider rates to
protecting small businesses from rate shop
will help bring health insurance costs under
control. These measures are intended to be
temporary in nature to help us through the
current emergency but, as I noted then, we
need you to address the fundamental reasons
health care costs keep going up.

To that end, the Payment Reform
Commission has made serious recommendations
about changing the way we pay for health
care.

Today's model based on fee for
service as the Secretary was describing a
moment ago too frequently leads to higher
spending and inefficiencies as we reward in
effect for the amount of care delivered.

If we want to tackle the problem at
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the core as the Commission proposed, we need
to consider a system that rewards the right
care in the right place at the right time.

Inputs and cooperation from leaders
across the industry and in government and in
business have produced these important
recommendations and I commend them to you
for your consideration.

I want to the respectfully caution
you against being defeated by the complexity
of this issue. It is indeed complex. There
is no doubt about it. But after years of
circular conversation with industry leaders,
the cost burden on small business and
working families has just gotten worse. We
need payment reform implemented carefully
and methodically to get us a long-term fix.
We also need interim cost containment
measures such as we have proposed as a
bridge from here to there.

I urge you to support both. Thank
you very much for having me.

(Applause from the Audience.)

COMMISSIONER DAVID MORALES:
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Thank you, Governor.

At this time I would like to invite
Chairman of the Health Care Finance
Committee in the Senate, Chairman Moore.

(Applause from the Audience.)

SENATE CHATRMAN MOORE: Thank you
very much, Commissioner. And I, like the
President, I am also pleased to have been
invited to provide some remarks this morning
as we begin these really historic hearings.

Massachusetts, based on our
landmark health care reform efforts is the
highest rate of residents for health
insurance in the country. However, 1t would
be premature for any of us to raise the
mission accomplished manner over the golden
dome.

Our mission will not be
accomplished until we can proclaim that the
health care that is delivered -- that this
insurance lives us up to our region's
representation for the highest quality
health care while ending our reputation for

the highest cost of health insurance.
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Frankly, small businesses, which
are the economic engine of America and
Massachusetts, are not especially impressed
by the 97.3 percent of Massachusetts
residents with health insurance.

The percentage figure that
increasingly grabs their attention is the
doubts digit increase year after year in
their insurance cost. They won't Dbe
cheering for the raising of any mission
accomplished unless the sign on their own
business is flipped to open and their bottom
line is in the black.

However the rapidly increasing cost
of health care in this state makes the goal
of small businesses to stay open and our
goal of successful health insurance reform
increasingly elusive.

They are seeing rate increases of
25 percent, 40 percent of more and too often
those additional costs come right out of
their own wallet.

Combined with the financing of a

child's education, meeting a looming
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mortgage payment, increasing food and

utilities costs, health care costs for the
employer and his or her employees make the
cost of doing business in retaining workers
or hiring new employees extremely daunting.

According to a recent report by the
Commonwealth Fund, a nonprofit health care
foundation, the cost 1s severe. In 2008 the
average premium for plans offered by
employers in Massachusetts was $13,788.00
which was 40 percent higher than in 2003.

Comparatively, the nationwide
premium increase was 33 percent. As policy
makers, we need to be concerned about
keeping the costs of health insurance closer
to the national average if we are to remain
competitive with other states for jobs and
economic growth.

If we continue to overlook the
small business owners and those individuals
teetering between employer-sponsored
insurance and state-offered plans, our small
businesses will continue to feel the

pressure and burden of sharply rising costs
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and our economic recovery as the Governor
suggested, would be far more difficult to
achieve.

The Division of Health Care Finance
and Policy has confirmed the Commonwealth
Fund's findings: Premiums for employers
with 50 or fewer insured workers grew faster
than premiums for mid-size or large
employers with 500 or more covered
employees. This means that without
significant cost reforms an annual family
premium in Massachusetts will soar to an
unfathomable $26,730.00 by 2020.

Business owners are not unlike
their employees. They struggle and they
take home less and make sacrifices necessary
to stay afloat but for those of businesses
that have been fortunate to remain afloat,
rising premiums may well be their perfect
storm. By being partners in care, partners
for success and partners against failure and
partners in recovery, we may be able to
provide the lifeline that is necessary for

these small businesses.
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Consequently, the first goal of
these hearings must be to aggressively and
immediately address the rise in small
business health insurance costs.

The Division of Health Care Finance
and Policy reports demonstrate that the
engines of our local economies are bearing a
disproportionate share of health care costs
and increases.

I have struggled to understand this
alarming trend especially considering that
the Commonwealth stands nothing to gain from
permitting innovation or new employment to
be stifled, particularly in such a crucial
sector of our economy.

It is, therefore, my hope that
these important hearings produce
recommendations for the immediate relief and
stabilization of premium increases so we may
set the foundation for sound economic
recovery —-- a recovery that no doubt will
largely be driven by our small businesses.

While central concern for the

hearings that begin today may be the

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

32

immediate relief for the small group market,
we must also begin to focus our attention
and action on long-term systemic change of
our health care system, and the resources
that we devote to it.

The effort which we have labeled
"payment reform" has the potential to
transform our dysfunctional delivery and
payment system from that which rewards
volume and complexity, into one that rewards
quality and value.

In doing so, we will be able to
control the growth of health care costs, not
only for small businesses, but for all
businesses, individuals and even government.

In the process, we will also be
able to create a more coordinated,
patient-centered system for the consumer
such as the Secretary described.

Economists tell us that
Massachusetts is a high cost of living
state, but that should not be a reason for
us to accept higher medical costs that are

not explained by high quality care. My
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colleagues in the legislature and I cannot
tell our constituents, many of whom are
middle class families, that just because
they live in Massachusetts, they have to pay
more for their health care.

It is even more difficult to
confront that reality when those same people
are struggling to make ends meet in this
brutal economic climate.

Frankly, the current system fails
those individuals or families who aren't
eligible for premium assistance or Medicaid
we must pledge today to do better for them.

Some misinformed pundits claim that
the Massachusetts Health Reform postponed
the need to improve quality and contain
costs for the sake of addressing access.
Considering that I helped to craft Chapter
58 the Acts of 2006 and its companion
legislation, Chapter 305 of the Acts of
2008, I can attest that cost and qguality
have always been part of our reform efforts.

However, expanding access to care

can be achieved much more rapidly and
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produce tangible results more quickly
compared to the more difficult time
consuming and complex tasks of improving the
gquality care of care and reducing costs.
From Day One, with the historic
passage of Chapter 58 in 2006, we set a
clear message that no reform would be
complete or successful without striking a
balance between access, gquality and cost.
Some of the efforts obtained within
Chapter 58 to address quality and cost
include -- establishing the Commonwealth
Connector Authority with the authority to
establish rules for meaningful health
insurance coverage and contain costs;
establishing the Massachusetts Quality and
Cost Council to measure and compare provider
costs and lead guality improvement and cost
containment efforts, linking hospital rate
increases to adherence to national guality
standards, initiating a computerized
physician order entry program to advance
health information technology adoption to

better coordinate care and reduce errors.

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

35

And the list goes on, ranging from promoting
wellness and prevention to encouraging the
use of primary care physicians as opposed to
the more costly Emergency Department use.

The passage of Chapter 58 was never
intended to be a silver bullet that cured or
ailing health care system. It was always
our intention to set the stage for more
targeted reform efforts, which includes
specific cost and quality measures, and
eventually a complete overhaul of our
payment system.

With the passage of Chapter 305 in
2008, we provided additional and enhanced
policies to further, and more explicitly
address the cost and quality components of
health care reform which include,
establishing the Massachusetts eHealth
Institute and providing significant state
support for meaningful use of health
information technology, which includes
establishing goals and timetables for
physician competency in that use, initiate

reforms to standardize bill coding to reduce
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administrative expenses; establishing
programs to expand the number of primary
care providers that sits through a larger
class at the state medical school, financial
aid for primary care providers, expanded use
of nurse practitioners and physician
assistants.

Establishing strength and
guidelines for the determination and need
for expansion of health care facilities and
that list goes on as well ranging from the
establishment of the recently completed
commission on payment reform to mandating
this very hearing that I have the privilege
to address today.

Of course, not all of these
accomplishments have been fully implemented
either because they take time to establish
effectively and correctly or they cost money
which we all know is a little scarce these
days.

However, the legislature sent a
clear message regarding its priorities and

what it believes are the necessary
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ingredients in any successful and
sustainable health reform effort.

As I said at the outset of these
remarks, our work is not complete. Our
mission is yet to be accomplished. Many
areas of our health care system are in dire
need of reform and any attempt to do so will
not be without controversy.

In fact, the idea of moving to a
global payment system is so controversial
and so time consuming that the Special
Commission on Payment Reform recommended
phasing it in over five years.

Equally as controversial is the
notion of medical malpractice reform, which
drives the costs of wasteful, defensive
medicine and far too often produces little
or no justice for victims.

There are several other areas
where, i1f addressed, we may realize
significant savings and produce additional
transparency throughout our system.

Research into provider-payer

contracts has revealed and through the good
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work of the Attorney General, that
regardless of quality, the market share
alone can drive skyrocketing costs. Other
reports have shown that limits on insurance
companies' administrative costs and profits,
or changes in the way doctors and hospitals
are compensated can produce better quality
care outcomes at significantly less cost.

According to the Commonwealth
Fund's report, doing so may produce a
savings of two to three trillion dollars
nationally suggesting a potential savings
for Massachusetts in the hundreds of
millions of dollars.

These issues must be considered and
we must engage in a debate to find the best
outcomes.

Neither Chapter 58 nor Chapter 305
were drafted or passed by the legislature
over night. They underwent careful review
and were the product of selfless compromise
and negotiation from all of the players in
the health care field.

However, the small businesses and
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individuals facing double digit premium
increases across our state cannot wait until
the next month, never mind until the next
legislative session.

The Governor and the Senate have
both proposed interim measures that would
cap growth in provider costs and premium
increases. Nobody has claimed that these
are the best solutions or that they are even
sustainable as long-term solutions.

In fact, such caps over time shift
cost to other parts of our economy and
reduce choice sometimes compromising quality
in the delivery of care. However, 1f we
continue to force businesses to choose
between paying for health care for their
employees and keeping their doors open,
Massachusetts will never see true economic
recovery and job growth.

Of course, small businesses are not
the only sector suffering from overwhelming
premium increases. I constantly talk to
constituents whether elderly, unemployed,

college graduates Jjust entering the
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employment market or hopeful retirees
desperately seeking a way out. Recently
senior citizens have expressed genuine
anxiety over increases in their Medicare
supplemental insurance.

Individuals, businesses of all
sizes and even government at local, state
and national levels have expressed growing
alarm at rising health care costs.

Each and every story adds proof to
the maxim that nobody is immune to harm from
a faulty system and something must be done.
As such, the legislature's urgent hope for
these hearings is two-fold.

First we hope to gain a better more
comprehensive understanding of the pressures
driving the cost of delivering care and the
rising price of the insurance to pay for it.
Secondly, we hope that all providers which
include acute care hospital, physicians,
skilled nursing facilities, pharmacies,
allied health fields and all payers,
including insurance companies, health plans,

government agencies, self-insured companies,
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and individual citizens, will tell us what
they are doing and will do to reduce the
costs of care without sacrificing universal
access or without sacrificing improvements
in quality of care.

As I mentioned earlier, we are all
partners, whether it be in success or
failure. Hopefully, we can be partners in
achieving high guality health care at an
affordable level for everyone in the
Commonwealth.

Some may argue that the task is too
daunting, but I look forward to joining with
everyone here today and in the hearings over
the next several days rolling up our sleeves
and getting to work.

Senate President Murray and I look
forward to the findings and recommendations
of these transparency hearings this year and
the annual hearing that will follow in the
years to come as we continue to steer the
ship in the right direction towards better
qgquality and costs as well as access to

everyone.
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Thank you.

(Applause from the Audience.)
COMMISSIONER DAVID MORALES:
Thank you.

At this time I would like to invite
the Chairwoman from the House of
Representatives of the Health Care Finance
Committee, Harriett Stanley.

(Applause from the Audience.)

REPRESENTATIVE HARRIETT STANLEY:
These remarks are so typical and I am going
to borrow, quote, the Governor's opening
words from his testimony before the Health
Care Financing Committee last week, the
Governor's words were "enough is enough" and
my paraphrase is simply enough.

We finally have enough data and I
have been thinking this morning I have been
associated in some way with eight different
administrations in the Commonwealth and the
work done by the AG's office is probably the
best I have ever seen in eight
administrations.

We finally have enough studies.
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They stand about that high on a table in my
office and we are beginning to have enough
analysis -- so again, enough, we need to get

going and this morning is a good time to

Start.
Thank you.
(Applause from the Audience.)
COMMISSIONER DAVID MORALES:
Thank you.

I would like to now invite -- I am
honored to invite actually, the Vice
Chairwoman of the Health Care Finance
Committee, Mary Grant.

(Applause from the Audience.)

VICE CHAIRWOMAN MARY GRANT:

Thank you, Commissioner and to all of you
who serve on this panel and address this
weighty issue.

I particularly wanted to come here
today because I had a message that I felt I
needed to deliver. So I will put it in
context.

I am the Vice Chair of the Health
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Care Financing Committee. I am also a
Registered Nurse. I have a Master's Degree
in Community Health Nursing. I have served

30 years in the clinical field working for
the Department of Mental Health, seven
years, that was here in Boston in the mental
health center writing children's service
programs, seven years in Cape Ann running a
sexual abuse treatment service out of a
criminal Jjustice grant. All of my clinical
experience has been in the community
setting.

I also have had my own practice for
14 years and of those 14 years I spent five
years doing my own billing so I have the
experience of not only the details of
billing but also the issue of arguing for
payment and rejections and whole the system
that goes on. I am in the area of mental
health which is a little different.

You sometimes have to do a little
more arguing for what you want to do because
things aren't classic often or they are not

often run 1n the main stream of the health
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care system.

So I have three comments that I
wanted to make today as you deliberate the
testimony that is coming up over the next
three days -- impressive panels, very
thorough, but let me start by staying I know
these hearings are prescribed legislatively
that they have to have annually.

I happen to think that this year we
are in the position where there is the issue
of the day nationally and what happens and
what we do with the rich information that we
can get in the next three days of testimony
and what we do with it will impact I believe
not only the citizens of Massachusetts but
also what happens nationally if we do it
right.

Secondly, we have come as several
people have mentioned to the limit of our
ability to pay as we are now being charged.

We can't do it. People can't do it.

Businesses can't do it. Institutions are
struggling -- every single part of the
system is. We have known it for a long
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time. This isn't new. It has clearly come
to a head.

The big black hole of where all of
these extra charges are going has to be
defined and explained in context with
transparity, transparency and clarity if we
are to move forward on the issue. If we
can't do that, we can't move forward.

We have taken care of all of the
edges of this elephant and we have not gone
at the belly of the beast and that is my
third message.

Payment reform commission made a
proposal to start this. My greatest concern
in any large effort like this is that
clinical practitioners have an equal part at
the table in deciding how this money should
be spent.

We continue to weigh councils,
commissions -- whatever -- I have to now
read because I can't see any longer, with
insurance representatives and institutional
administrators, agency representatives all

with wonderful perspectives but when the
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doors close, there is also no pure clinical
voices -- a voice that actually knows what
the impact will be on the physical health of
our general public to move billions of
dollars from one part of a payment system to
another.

We have made this mistake several
times over the past 25 years and so changes
that we have attempted to make have not held
because they aren't clinically sound. They
don't work in the office. They don't work
for patients and they don't work for people
like myself who are delivering the service
because they would not be what you would
decide to do clinically.

So people work very hard in the
clinical system to adjust the service that
they are delivering to try and help a
patient use their insurance benefits. This
is a very backward way of working and it is
absolutely not the most effective way to use
our money.

Often times if a person who runs an

institution has a clinical degree and serves
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on those panels, that is a big help.

We happen to have a Secretary of
Health and Human Services who has been a
practicing physician -- that is a very
helpful thing and a very helpful perspective
but, unfortunately, sometimes when one is in
charge of an institution and holds that
clinical degree, they have a double loyalty
here. One 1is to protect the institution --
it isn't always to make sure that the care
that goes to the patient is the most
effective or efficient so we have to keep in
mind that the active practitioners are who
needs to be part of this conversation.
People who see patients coming in the room.

And it took me, for instance,
several years to get Chapter 58 to reflect
that there must be in the legislation that
there must be at least one practicing
clinician on the Quality and Cost
Containment Council.

When we passed Chapter 58, that is
what I thought was one of the most important

parts of the bill because I knew access and
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affordability was important because
everybody had to be in the pool or nobody
was going to discuss money.

Now that everybody is in the pool,
we are all talking about money as we should
be.

One out of those 16 people are
required to by law to be a practicing
clinician. We happened to have lucked out
because by the nature of the position they
hold we have had some other clinical input
in those discussions but we haven't
protected that.

When we did the Payment Reform
Commission, there was one clinician out of
12 sitting on there.

I just say this because we would
not have institutions delivering health care
nor would we have any products for insurance
companies if we didn't have the clinicians
because there wouldn't be anything to sell
insurance for and there would be nothing
happening inside of the buildings.

They are the ones that have
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educated themselves for many years in
determining what actually works for us.

I want to, as I close here, I want
to give two concrete examples of how this
happens and then just pull it together.

We talk about case management as we
look forward. We talk about medical home to
coordinate care. Everyone talks about this
including insurance companies -- that is the
most effective way to do it but, for
instance, and this 1is a little "for
instance" but it is part of the issue.

There is refusal to pay for collateral
contacts.

Now Medicaid did this as well in
the mid '90s. They stopped after two or
three years because collateral contacts is
how you manage cases and if you can't do
that, then you can't manage.

Secondly, it i1is other issues of
things we cut out. For instance, an ongoing
issue that has gone on for as long as I have
been practicing, is and I got a repeat call

about an ongoing issue of a school-aged
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child who has exhibited several neurological
symptoms which clearly will impede their
ability to learn as they go along through
school. But they don't have to, okay, if
paid attention to but they would without
understanding them.

A pediatrician refers the child for
a neuropsychological evaluation as the child
begins school. The insurance company
refuses to pay.

These are not little insurance
companies. These decisions come from our
big insurance companies.

Refused to pay -- we don't cover
that -- how does that get decided? Does it
get decided by cost alone? Does anyone
making that decision know the impact?

A neuropsychological evaluation for
a kid in that instance has often been the
blueprint for that child's success for his
entire 12 years in school.

And if that blueprint is wrong at
the beginning, they can go through four or

five or six years in elementary school and
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not understand why they are not learning.

So these kinds of things are the
blueprint.

I have argued many times over the
years for why that has to happen and
clinically why that has to happen and still
I am in this is position still getting calls
about the refusals happening.

It is put off and put off and then
the answer this week I got was I understand

the school system is going to do an

evaluation -- okay, here is an issue of
money -- let's track the money, school
systems to do evaluations -- some very well,

the evaluations are geared towards learning
only.

When a pediatrician refers for a
neuro psych evaluation for school age, this
isn't just about learning. It is about 1life
functioning as well as learning and the two
are not the same.

So after a year of fighting, first
of all, one is more -- I told you that one

is more heavily learning oriented, secondly
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the situation clearly to me on some level
looks like the cost avoidance for an
insurance company moved over to a public
school but the saddest part of all is this
child and this happens all of the time has
lost a year of intervention at a critical
point in their 1life.

So as I, in summary, I guess my
messages are please actively listen to all
of this. We can't have a big impact if we
get it right.

Secondly, we have to remove the
veils within the system that clouds our
vision and prevents us from getting it right
for the general public and patients.

Thirdly, ensure a strong clinical
volice at a decision table to ensure that
billions of dollars are clinically
effective.

Without this, 1t does not matter
what the balance sheet looks like as we will
be leaving a less functional citizenry.

Thank you very much.

(Applause from the Audience.)
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COMMISSIONER DAVID MORALES:
Thank you.

Are there any other elected
officials that I may have missed in
attendance?

(No Response.)

COMMISSIONER DAVID MORALES: All
right, what I would like to do very briefly
is 1, go over today's agenda again and talk
a little bit about process and, again, to
update everybody from this morning's
introduction, we are going to move onto
health care finance and policies and
research experts to have them briefly walk
through their findings, after that at 11:15
we will have Commissioner Murphy speak to
his findings and some of the research that
he has done through his hearings and then we
will go on at 12:00 to hear from Len
Nichols, a nationally respected health care
economist and then we will have a half hour
break or so for lunch at 12:45.

Around 1:15 we will have Attorney

General Martha Coakley and have her review
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her presentations and her finding with her
team so her team will do an employer panel
and then around 3:30 a consumer panel and
lastly the last point I want to make to make
is just to make sure that everyone if
interested engage today.

So you will see some members of my
team going around that will have index cards
that you can write your questions on.

As you listen to the testimony, to
the presentations -- if you feel the need or
the interest and I encourage you to raise
your hand and we will distribute some index
cards for you to write your guestions and
the Moderator in this instance, Stan
Wallack, will handle and select which
guestions to ask.

So, Professor, if you will, please,
Stan Wallack.

(Applause from the Audience.)
PROFESSOR STANLEY WALLACK: Thank
you, Commissioner, and good morning.

I have met some of you over the 30

years I have been at Brandeis.
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But most of these social and health
policy gatherings -- 30 years ago Brandeis
became the first outside cooperative
research department for Medicare. As a
result, I have conducted numerous studies,
developed demonstration for Medicare,
designed payment systems for the medical
government and while small actions, the
Federal government can make huge impact or
chaos, I have come to become more attuned
with Judge Louie Brandeis' belief that
states are the laboratory for real change in
this country and early in my career also as
a Federal Government official, I often made
policy based on some observations, personal
observations about what works.

Some of you, particularly my wife,
Anya Rader Wallack, who some of you know,
may say that the reason I became so
interested in state health policy is because
of her passion. I can't argue completely
with that but the reason I have become
interested is because I believe we can make

a difference starting in one place.
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An example of that is one of the
Brandeis demonstrations through Medicare was
the physician group practice demonstration
which has now become morphed or changed into
the model for the accountable care
organizations.

We put the backbone together for
doing that model, the share savings model,
setting up gquality standards, etc., and that
has become so successful in its own small
limited way that now people are looking at
the accountable care organization as a
viable alternative to bring about for the
whole country.

(Discussion off the record.)

PROFESSOR STANLEY WALLACK: The

reason why Brandeis decided to be a
strategic partner for the Commonwealth,
understanding the determinants of health
care cost and cost drivers and assist them
for developing policy solutions is really
because of the importance of the issue.

This is actually the first state

project in my whole time as a health policy
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expert and analyst that I have ever done a
state project and I know that addressing the
cost growth cannot be done in a piecemeal
fashion by some part of the health system.

We all talk about this balloon you
press it in on one side and it comes out the
other side.

States I think do hold the promise
for being the right level for being the
coordinator of cost containment and Jjust as
Massachusetts has led the country on
universal coverage, this is the state that
can lead the way for the country to cost
containment.

Health care cost growth is a
challenge for the whole country. You have
heard that from our speakers today, the
officials.

Moreover, the states hold, I think,
economists as being, you know, as I said
before, the right level for moving forward.

As you will see today, our cost
growth and the urgency for Massachusetts is

even greater.
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We have higher costs and we have
higher cost growth.

When the Massachusetts Universal
health care plan was passed, 1t was the
general expectation that cost containment
would follow as the next step for the very
simple reason we heard today.

That if costs growth continues to
exceed the growth in the economy that the
state could not be reformed and it could not
be sustainable for the Commonwealth, for
employers or for individuals.

Now we are fortunate that we have
established a strong working relationship
between the private and public sectors in
Massachusetts.

This i1s important because lowering
the cost trend will require a community wide
effort for providers, for policy makers,
academics on both what I call as an
economist the demand side of the health
equation as well as the supplier side if we
are going to improve the long run efficiency

of the Commonwealth's health care system.
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Now Chapter 305 created the urgency
of cost control -- about cost control and it
is even more urgent now with the downturn in
the economy as we heard and we can't wait.

The legislation required the
Division of Health Care Financing to do the
same report on spending trends and
underlying factors and recommendations and
steps toward the end report have been taken
already. We have done some of the strategic
reports we are going to be talking about
firstly this morning.

These public hearings are to
present the findings that allow the interest
of all of the affected stockholders to be
expressed.

The recommendations are going to
follow these hearings and so, really, I
support the Commissioner in saying we really
want to hear from you.

Now there are limitations to the
first year's report. First, they only
covered the years 2006 to 2008. Secondly,

we are able to report what the major cost
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drivers are but we have not yet had time to
analysis some very important guestions about
why.

Over the next two days or three
days of hearings we hope to learn a lot from
the insight of providers and health plans
and individuals about why.

And, third, the first year's
analysis has been done only with the claims
experience of private payers and subsequent
studies will add the 2 million individuals
that are covered by Medicare and Medicaid.

Now the legislature, I think,
recognized in saying we should first look at
the private sector because that is the big
hole as we look at health care costs and
that is the one that we had to address.
About 60 percent of Massachusetts residents
are covered by private insurance. We know
little about what is happening in terms of
the costs, 1in terms of the trends.

So our first year reports are
really based on what is going on in the

private sector. And, as I said, in the next
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couple of years, we will add Medicare and
Medicaid, so we will accomplish a complete
picture in what is going on in the economy
with regards to costs.

This study as David Morales has
said is done by a team -- a team from
Brandeis, Mathematica, Oliver Wyman as well,
I should say, we have worked very closely
with division staff. They were instrumental
in getting these reports done.

So what I am going to do in my role
as Moderator now is to allow each speaker to
present for about 10 minutes and highlight
their findings. As you all know on the web
there i1s some long reports there.

They are going to try to give you
the highlights and the major points that
they want to bring home to you.

I will introduce them all now and
there are short bios provided to you in the
folders. You should all look at those. It
is a very impressive group today and for the
next couple of days.

So Cindy Thomas, an Associate
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Professor at Brandeis will lead off.

Cindy was the Project Manager in
our role as the strategic leader and as
manager of these studies and she is going to
do the first presentation looking at the
first report which is the context. Let's
look at Massachusetts in the context of the
whole county.

We need to put ourselves -- we need
to understand that we are different but not
that different but what moves costs
generally is what moves costs here.

Cindy 1is going to be followed by
Dianna Welch. Dianna is at Oliver Wyman and
Dianna is the lead actuary on this spread
analysis. Dianna i1s well known to some of
you because since she spent four years at
Blue Cross prior to going to Oliver Wyman.

The last presenter on the panel is
Deborah Chollet. Deborah is a senior fellow
at Mathematica and Deborah has led the
Mathematica analytical team and has done
prior work for the state including being a

consultant to the Payment Reform Commission.
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So Deborah will be the last presenter.

We will have the three
presentations and then I will begin with
follow-up guestions, but, again, for the
various members here at the head table as
well as for the audience, I will be glad for
you in the audience to forward your
guestions on.

MS. CINDY PARKS THOMAS: Thank
you, Stan.

For the better part of this year I
have been assisting the Division in
preparing health care costs trend reports
and I want to thank Commissioner Morales for
providing us the opportunity to contribute
to this very important effort.

I just want to start by
acknowledging that any interpretation of
data, consideration of recommendations or
moving forward towards solutions rests on
having a thorough understanding of the
strong Massachusetts health care system, its
features related to health care costs and

cost drivers and a little bit of history and
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knowing where Massachusetts sits in
comparison to the rest of the nation.

With that I will briefly review the
findings of Part One of the health care
costs trends drivers, Massachusetts -- I
will make four points today.

Massachusetts health spending is
higher than the nation.

Second, the structure of the
Massachusetts health care system is charged
by specialization, academic medical centers
and open health care networks.

Third, methods used by health
insurers to pay providers are really mostly
all fee-for-service even within managed care
organizations.

And I will conclude with some
places where there are opportunities to
provide increased efficiency in the health
care system.

I would like to just begin by
saying Massachusetts health care system is a
critical component of the state's economy.

It is the largest employer of Massachusetts
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residents and accounts for over 13 percent
of the gross state product.

We rank first among states in
access of care according to the Commonwealth
Fund and seventh among states on overall
health system performance.

Massachusetts hospitals are often
cited as among the best in the nation in
terms of gquality of care delivered and
Massachusetts health plans as we know are
consistently rated among the top ten plans
nationwide.

At the same time we as the rest of
the nation are grappling with escalating
health care costs consuming a greater
portion of the economy and lowering real
wage growth as you have already heard this
morning.

Some of this cost growth is driven
by system-wide challenges such as an aging
population and greater use of high
technology services. Some challenges such
as those that stem from the structure of the

system and the marketplace are unique to
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Massachusetts and must be considered as we
identify strategies and that is what I am
going to talk about.

First of all, Massachusetts
spending compared to the rest of the
nation -- as you can see, the bottom line
represents the United States. These are
data provided by the National Health
Accounts. The state data is only available
from 2004 which created a greater challenge
for us to understand where Massachusetts
lies compared to the rest of the nation as
well as really confirms the importance of
the findings -- of our research now in
identifying health care trends over the past
several years.

U.S. per capita spending more than
doubled since 1992 growing 5.5 percent per
year. Massachusetts at the same time went
from 22 percent higher health care costs
than the nation to about 27 percent.

If Massachusetts stays its 27
percent in 2008, that means that we would

have an average unadjusted per capita
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spending of $8,100.00 per individual per
year.

Some of you have seen more recent
health growth trend reports on the national
level. This is the first year -- the lowest
in many, many years -- the health care cost
trends have decreased.

One of the estimates is for
personal health care it has gone down to 4.4
with a cap of 3.7 percent. So we will be
curious to see what happens when National
Health Accounts updates the state level
trends to see where we sit.

Well, we are a different system and
when you adjust, we take our state spending
but when you adjust for the amount of
revenue hospitals get that is non-patient
revenue that is contributed in terms of
research and investment income, we are a
little bit less out of scale and then when
you further adjust by wage index, we are a
relatively high wage state -- the difference
decreases to 15 percent higher than our

national spending.
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What is interesting is that
hospitals rank 18 percent higher than
national but we are really most out of scale
with the rest of the nation on home health
and long-term care and some of this is
because we have expanded community services
which is -- which is a good thing, however
we still -- it results in our having 25
percent higher nursing home utilization and
50 percent higher home health utilization.

Our higher spendings are not only
due to utilization but to prices.
Utilization from Massachusetts -- we are a
little bit higher in hospital care but where
we really standard out is the outpatient
services.

Now remember this is just
hospital-based outpatient services.

We do not have a handle yet on
non-hospital use but we are 58 percent
higher than the nation in outpatient care.

I want to underscore the fact that
prices are also important. As Medicare and

Medicaid have decreased their growth in
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prices, private payers are paying an
ever-increasing portion of hospital costs,
and we will see a little bit more of that as
we go on.

We also as Senator Moore noted, we

have higher health premiums -- especially
since 2003. We are ten percent higher than
the nation -- why is that? One of the

reasons 1s that we have a very generous
health care insurance system.

At present according to national
data we have 38 percent lower deductibles on
average than the rest of the nation.

Let me talk for a moment something
we all know -- the structure of the system.
We have 80 percent more specialists and 40
percent more general practitioners, more
physicians, many more behavioral health
specialists also.

A moment on academic health
centers -- this is a striking statistic we
found. We all know that we are heavily
dominated -- have a heavy presence of

academic medical centers. Academic medical
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centers, however, account for 45 percent of
hospital admissions compared to 19 percent
in the nation.

There is a huge growth in 1993 to
1999 and 2000 when several non-academic
centers closed and admissions were moving to
the academic centers.

However, they make a huge
contribution at the same time. I don't want
to diminish that. In 2007 the economic
contribution of academic centers was over
$4,500.00 per capita.

We are -- of the five United States
hospitals that receive the most NIH funding
in 2005 -- five of the hospitals that
received the most funding were in Boston.

However, prices at medical centers
that are academic centers are higher than
non-academics centers which you will see in
our trends report.

Our insurance system 1s heavily
dominated by PPOs as in the rest of the
nation. However, 1n Massachusetts to be an

HMO, you do not have to -- we have more
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HMOs, but you do not have to pay providers
in any certain way, you have can still pay
fee for service which as we have heard
several times today does not encourage cost
containment and I am going to talk for a
moment about those methods used by health
insurers to pay providers with.

In 2009 with support from
Mathematica, the Division conducted a survey
asking carriers how they pay providers.

In general, there is very little
capitation. We found four of those no PPOs
reported paying capitation. For the HMOs
that pay capitation, 16 percent of providers
primary care physicians prefer paid
capitation and only 5 percent of
specialists.

Similar statistics exist on the
outpatient side. There is very little risk
shared by hospitals in outpatient services.
It is usually discounted charges or per
visit payments.

So what to we conclude from this.

There 1s a dominance of a fee-for-service
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system. We have open networks with limited
pressure to decrease prices. General
insurance coverage which is great and low
cost sharing, however, it doesn't increase
utilization services.

Greater use of outpatient hospital

care in comparison to the rest of the

nation. We don't know non-hospital
outpatient care yet. It is an important
thing to understand where that care -- how

much of that care is being provided and
where. It 1is not necessarily being used as
a substitute for inpatient care because the
inpatient care has not gone down that much
commensurate.

And we have high ease of academic
centers which have higher prices which
provides us finally opportunities that we
see in comparing Massachusetts to the rest
of the nation for creating -- for obtaining
greater efficiency while maintaining our
high quality system.

Well, fee-for-service dominance

suggests that payment reform is necessary.
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Use of more limited networks really warrants
consideration. Massachusetts generally low
cost share provides a good opportunity to
redesign benefits but only in the event that
consumers can be educated on using low cost,
high quality providers and finally we
believe that outpatient hospital care and
other services can be moved to less costly
setting.

And with that, I will turn to
Dianna next. And I think we will take
guestions at the end.

PROFESSOR STANLEY WALLACK: We
will taken guestions at the end.
MS. DIANNA WELCH: Thank you.

I would like to briefly discuss now
the findings from the premium trends section
of the analysis that we performed for the
Division.

What we have found was premium
trends of about 7 percent in 2007 and 5
percent in 2008.

Now it is important to point out

that these are the actual premiums paid by
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individuals and employers without any kind
of adjustments down on our part and because
of that that means that any shifts in the
population over this time period or more
importantly shifts in benefits due to these
premiums trends, so, for example, if
individuals and employers hadn't reduced
their benefits over the time period, these
premiums trends would have been higher than
what we are reporting here.

In terms of the components of the
premium growth that we showed on the last
slide, about 94 to 97 percent of the premium
growth over this time period was driven by
increases in claims cost. There is a couple
of reasons for that.

First, claims costs represented
approximately 88 percent of the premium
during this time period and the claim costs
were also growing at a faster rate than the
non-medical plan cost -- those being
administrative expenses and profit.

So the majority of the increase in

the premium was driven by the overall cost
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of medical care.

When we look at the average
premiums by market segment those being small
groups, mid-sized groups and large groups we
saw consistently across these three years
that large groups were paying the highest
premiums amounts and they also had the
highest trends over this time period.

Now these, again, similar to the
previous slides are unadjusted premium
amounts and the large reason for the large
employers paying higher premiums is that
they purchase richer benefits during this
time period. They also have totally
different characteristics, for example,
being more likely to be located in Boston.

So in this slide what we have shown
is the results of our adjusted premium
analysis. So in order to try to account for
those differences in both demographics and
in benefits, we took the premium data and
adjusted it so that small, mid and large
sized groups would all be on a consistent

and demographic benefit basis.

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

77

The picture changes a little bit
when we do that.

Now we see over this time period
that small employers had the highest premium
trends during this time.

Also not shown on this slide --
small employers were paying a higher premium
amount when we made those adjustments.

For example, in 2008 small
employers were paying about 5 percent more
than mid-sized groups and about 6 percent
more than large groups when adjusted to
consistent benefits and demographics.

I would also note the higher
premium trends for small groups during this
time period were driven by higher claim
costs.

What we will see a little bit later
is the difference in administrative expenses
and profit between small and large groups
actually narrowed during this time period.
So the larger trend really 1s being driven
by higher increases in medical claims costs.

So now we have been eluding to the
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benefits a little bit already.

We will look at the benefits over
the study period. This chart is showing the
median actuarial value by market segment
where actuarial value is a measure of the
richness of the benefit plan and here we are
showing just the most popular products.

So for the most popular product we
can see that all group sizes reduced their
benefits during the study period. We can
also see that small groups had the lowest
level of benefits during the study period
suggesting that they purchased less rich
benefits.

And now this slide is only showing
the most popular products. If we do look
across the average of all products, the
picture is slightly different. Mid-sized
groups and large groups had very little
changes in their benefits while small
employers bought down their benefits more
significantly particularly in 2008.

So now we will look a little bit at

the non-medical expenses, the administrative
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expenses and contribution to surplus or
profit.

So this slide shows the non-medical
spending as a percentage of premium. We
have broken down the non-medical spending
into administrative expenses, commissions
and contribution to surplus which is also
referred to as profit.

In the administrative expenses we
can see that small groups pay the highest
percentage of premium for the administrative
expenses -- about 7 and-a-half percent
compared to roughly leave 6 percent for
mid-sized and large employers.

This is likely due at least in part
to the fact that some expenses are fixed in
nature. So, for example, it costs the same
amount to send out a bill to a small
employer as it costs to send out a bill to a
mid-sized employer but that small employer
has fewer employees to spread the cost over.
So as a percentage of premium, 1t costs more
to administer a small employer group.

In terms of commissions, large
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groups were paying just over 1 percent while
the small to mid-sized groups were paying
two to two and-a-half percent and we saw
contributions and surplus in the two to
three percent range during the time period.

That resulted in total non-claims
expenses ranging from 9.6 percent for the
large groups to 12.4 percent for small
groups. So we do see that the small groups
pay a higher portion of their premiums for
these non-medical expenses.

This also results in loss ratios in
the high 80s to roughly 90 percent which is
higher than we typically see in other parts
of the country.

The growth in the non-medical
spending over the study period was qguite
variable.

From 2006 to 2007 we saw increases
in non-medical spending for small employer
with decreases for mid-sized and large and
that trend reversed itself in 2007 to 2008
resulting in an average over the two-year

period of increases of .3 percent for small
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groups.

So while small groups are paying a
higher percentage of premiums towards
non-medical spending, that non-medical
spending was growing at a slower rate and,
therefore, the difference in the spending
between small groups and large groups
actually narrowed during the study period.

I will show some preliminary
results of the merged market. It was
expected when the markets were merged which
was effective July 1st of 2007 that
individuals would realize lower premiums as
a result and, 1in fact, we did see that as
expected.

In 2008 individuals in the merged
market were paying about a third less than
individuals who remained in the pre-merger

products.

81

Now, we can't attribute that entire

amount to just merging of the market. It is

also important to note that this

incorporates the fact that individuals in
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the merged market are purchasing different
benefits on average than those that remained
in the pre-merger products and may also have
a slightly different demographic.

Medical expense ratios by market
segment -- again, we have seen that over the
study period in total the loss ratios have
been increasing and have been in the mid to
high 80, 80 percent range.

Specific to the merged market we
saw individuals in the merged market having
a loss ratio in 2008 of 112 percent compared
to small groups which has an 86 percent loss
ratio. So this is suggesting that small
groups as expected are to some extent
subsidizing those individuals in the merged
market resulting in a total merged market
loss ratio of 88 percent.

This suggests that there is about a
2.3 percent impact on small employers of
that subsidization in the merged market.

Finally, I will point out that all
of the previous slides talk about average

premiums and average premium growth over the
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study period.

Of course, not many individuals or
small employers pay —-- or large employers
pay the average. There is a very wide range
of premium amounts and premium increases
that can be experienced in the market and
there are several reasons for this.

For one, there are several carriers
that were included in our analysis.

Some carriers will have different
rate increases than others. Even within a
carrier, they can make changes to their
pricing.

For example, a carrier may change
the rate increase for one given benefit plan
in a different way than other benefit plans.
In that instance, only those individuals or
employers with a particular benefit plan
that has been adjusted will feel that
increase and there is also changes in the
increase that are driven by demographics of
the employer group.

So while we have reported premium

trends of roughly 6 percent over the study
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period, that is really representative of
their being little or no changes in the
demographics of the population.

A small employer though, for
example, if they have a fixed population and
they have experienced no turn over during
the year, we would expect that when they go
to renew their insurance, everybody has
gotten one year older -- typically there is
5 year age banding in premium rates -- sSo we
would expect 20 percent of employees to Dbe
rated up into the next higher premium band.

That means i1f that if there were no
changes to the population, instead of
getting that average increase of 6 percent,
we would expect the rate of increase to be
over 10 percent as a result.

Other changes in the demographics
can result in very different premium
increases either higher or lower depending
on the changes that were made.

And with that, I will turn it over
to Deborah to talk about it claims analysis.

MS. DEBORAH CHOLLET: Good
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morning.

As Stan Wallack has mentioned the
examination of cost trends in this first
year is focused only on privately insured
plans.

The cost trends that I am going to
discuss include both the covered benefits in
a health insurance plan and the
out-of-pocket spending by the insured
employee or family of the insured.

The main take away points are here.
I won't repeat them at the end but you can
look to your copies to review.

Spending has increased guite
guickly in Massachusetts at an average of
7.5 percent in 2006 to 2007 and another 7.5
percent from 2007 to 2008. That compares to
national numbers that are substantially
lower.

Spending for outpatient hospital
care and physicians, other services
professional services grew especially fast
in Massachusetts.

We looked at the components of the
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spending increases and prices drove spending
growth especially for inpatient care and
physician and other professional services.

In the outpatient setting including
outpatient imaging, the spending growth was
driven by both volume and increase in the
number of services provided and price.

Prices varied widely for all of the
services we looked at. We looked at major
services in various categories and we saw
substantial price variation.

And finally we looked at hospital
readmissions which the Division has looked
at before and what is different about what
we have done is that we also looked at
physician visits within 30 days following
readmission and so I will present those
general findings.

As I mentioned health care costs
rose at 7.5 percent in each year we looked
at. The national average growth was
something less than 4 percent. This is as
close as we can get on a system basis.

So Massachusetts 1is well above the
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national average. This left Massachusetts
in 2008 with a privately insured population
paying about $4,500.00 per member per year
in Massachusetts which is quite high.

And, as I said, that includes both
the insured and the out-of-pocket costs.
Physician and professional services and
outpatient care in Massachusetts represents
combined 57 percent of total spending in
2008.

When you add prescription drugs in
at 18 percent and inpatient care at 17
percent, those four categories of services
combined cover about 92 percent of all
spending in Massachusetts.

I will come back to that because in
fact those categories, the largest
categories of physician and other services
and outpatient hospital care are also the
fastest growing which you see in this slide.

I think what is important about
this slide is that not only are outpatient
hospital and professional and physician

professional services rising faster than the
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average in Massachusetts. They are rising
at an increasing rate, that is costs in
effect have accelerated in 2007 to 2008.

The other important thing to notice
is that the only reason that health care
spending was as low as it was in
Massachusetts and growth was as low as it
was was the very slow growth of spending for
prescription drugs -- largely related to the
adoption of generic drugs and utilization.

Absent that pharmacy trend which is
you will recall from an earlier slide which
is the third largest sector of spending
growth, on the average overall would have
been much faster and health care costs
growth in Massachusetts would have
accelerated as opposed to having that even
7.5 percent from year to year.

I am going to go through the three
categories of services -- hospital inpatient
expenditures, physician and other
professional services and outpatient
expenditures including imaging services --

now I am thinking about it, not necessarily
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in that order.

Hospital expenditures increased
about 9 percent from 2006 to 2007 and about
8 percent from 2007 to 2008.

The fastest growing segment of
those expenditures were for medical
inpatient admissions -- second to surgical.

You will notice that there is a
large drop off in growth for maternity and
newborn care and, again, the moderation of
spending in inpatient services was largely
related to that maternity drop off and I
think we can discuss what that is about if
you wish.

But absent that, the overall growth
would have been higher and the slow down in
inpatient spending would have been much
less.

Despite the fact surgical
admissions, the expenditures for surgical
admissions grew more slowly than for medical
admissions. Those surgical admissions are
very expensive. They represented more than

half, 52 percent of the growth in inpatient
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care.

I am going to take a little bit of
time with this slide because you will see a
series of others that are similar to this.
We created a market basket of spending for
each of these service types.

The market basket that was created
in 2006 and 2007 because there was a bigger
claims tail in the later year.

And when we were looking at
services at this level, we could not adjust
for that claims tail but the other spending
numbers do adjust.

We have no reason to believe that
the 2007 to 2008 pattern is much different
from this.

This market basket includes
services that were delivered consistently
from year to year so there were no new
services popping in and there was a large
sample of new services that we could look
at.

The market basket from 2006 to 2007

included over 90 percent of expenditures for
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inpatient care. We then divided out the
impacts of three items on total expenditures
that is how much of the growth was driven by
increases in prices, how much of the growth
was driven by increases in the numbers of
admissions for those particular services and
how much was driven by the fact that the
service mix was changing -- that there might
have been more complicated services
delivered in 2007 that had been delivered in
2006.

And you will see the result is
price. There is no increased admissions --
to the contrary -- there was a drop off in
admissions -- there was no increase, no
significant increase in the complexity of
services delivered -- the difference was in
price.

Now price itself is a relatively
complicated variable. It includes not only
the provider in place simply increases
prices -- it certainly includes that but it
might also include some movement in the

system. It would include patients who are
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seeking out higher priced providers and in
this case higher priced hospitals and that
would have generated an increase 1in the
prices that we observed.

It could also be changes in covered
lives among carriers that happen to pay
providers higher prices. It is likely to be
mostly the first given that there is not
that much movement from year to year either
in going to different types of providers or
moving from insurer to insurer.

Outpatient expenditures you will
see that the increase in outpatient
expenditures not only is high, but that the
procedures in imaging, in particular,
account for more than half.

I think the increase in expenses
for imaging services has been somewhat of a
surprise in Massachusetts.

Sixty-three percent of the growth
in spending for outpatient services 1is
associated with this bottom green bars that
is teaching hospitals. But teaching

hospitals represent overall just 54 percent
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of expenditures for outpatient services.

So teaching hospital growth is
significant with respect to the outpatient
trends.

This i1is the same kind of slide we
have spent sometime on a minute ago taking
outpatient service growth and looking at
what the impacts have been of price, the
number of services delivered and the service
mix and you will see that it is both price
and the number of services that was driving
spending for outpatient services.

Did I skip over something? I am a
slide behind, I apologize.

I am going to move on to imaging
services and expenditures for imaging
services.

You will see that the standard
imaging is the largest component and also
the fastest growing component in 2006 to
2007 followed by echographs and ultrasounds.
That pattern reversed itself somewhat in
2007 and 2008 and MRIs, MRAs became the

fastest growing component of outpatient
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imaging.

What we are looking at here by the
way 1s a combination of the professional
services and facility charges.

The drivers of spending growth for
imaging services again looks very much like
overall outpatient -- the combination of
price and the number of services provided
and there is not an increase in the
complexity of services provided.

We move on gquickly to physician and
other professional services. You will
recall physician and other professional
services is the second fastest growth
category after hospital outpatient in
Massachusetts.

The growth in spending for
physician services in particular reflects
fast growth in spending for specialist care.
Spending for primary care slowed somewhat
from 2007 to 2008.

While specialists services were not
growing the fastest in these years, they do

represent growth in spending for specialist
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services represents more than half of the
growth in this spending category overall.

In 2007 to 2008, 48 percent of the
growth in spending for physician and
professional services -- again drivers have
changed looking at the contribution price,
the number of services, the number of
service mix or the amount of changes in
service mix, and you will see, again, price
is the primary driver of spending growth in
this category.

We looked at a couple of
opportunities -- potential opportunities for
improving efficiencies in health care in
Massachusetts and particularly we looked at
price variations as an indicator of provider
market power and in economist's terms,
market failure, failure of competition to
constrain prices -- you will see this talked
about in other points during the day as
leveraging market power.

We also looked at these avoidable
hospitalizations. A half minute on this

slide you will see a number of others that
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look similar in the technical report.

The top of the arrow is the highest
price we observed once we cut off the tail.
So we look at the 95 percentile of prices
paid for the same DRG across all hospitals
and across all payers with the six large
insurance carriers in Massachusetts.

The low price, the bottom of that
arrow was the lowest price at the 5th
percentile.

Again, we cut off the tail so the
distribution we observed is actually larger
than this. And the price you see indicated
there i1s the average price.

So you see the variation here that

we are looking at. The variation for the
same DRG is 2 to 1 -- an enormous
difference. You see the same thing for

outpatient services and even more variation
in spending in outpatient services both in
hospital outpatient settings and in
free-standing clinic settings.

The same variation in physician and

professional services -- the lowest price
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paid is -- we should reverse that, the
highest price paid is orders of magnitude
greater than the lowest price paid for the
same service.

And, secondly, we look at
readmissions. As I said, Massachusetts has
looked at this issue of readmissions before
and I think two things are important to take
away from this.

First of all, the rate of
readmission, all causes readmission within
30 days 1s relatively high and it, in fact,
adds almost $50.00 to expenses per member
year in Massachusetts simply the costs of a
readmission within 30 days.

63 percent of readmissions are to
teaching hospitals in Massachusetts.

What is different about what we
have done in this study is to look then at
whether we could find a physician visit
within 30 days of discharge and what
difference that made and we found that, in
fact, i1t made a difference. It is all

cause. It is not adjusted for risk and that
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suggests to me that if we did adjust for
risk, we would find even higher disparity
that we would find.

73 percent of index admissions that
is that first admission we could find when
it was followed by a physician wvisit
resulted in no readmission.

In teaching hospitals we found that
there was a lower probability of a physician
visit within 30 days and a higher
probability of readmission.

To the extent that there is
sufficient is primary care or follow-up care
following a hospitalization, it appears that
there i1s a substantial opportunity to reduce
costs.

PROFESSOR STANLEY WALLACK: Thank
you.

Let me start asking some guestions.
You all spent a good amount of time doing
the study over the last year and there was a
lot of work to do and thank you for getting
it done.

But looking back at it now, I
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guess, the first question I ask each of you

and maybe we will start with Cindy, what was
the most surprising finding on your part of

the study and, secondly, I guess, what would
you want to know to validate it?

I mean so what were you surprised
with, Cindy?

MS. CINDY PARKS THOMAS: Well,
first of all, I was surprised that national
data don't exist beyond 2004 to compare any
state to the nation beyond which created
greater challenges for us to understand
where Massachusetts i1s in context but beyond
that I think we all knew going into this the
strong presence of an academic center driven
system, however, the scale at which it was
-- it dominates was a pretty big surprise to
me .

The second thing is this issue of
outpatient services moving into the
outpatient care area, changing the footprint
of outpatient care being delivered by
hospitals and which hospitals is I think

pretty important and would really warrant
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more -- I think warrants future
investigation.

PROFESSOR STANLEY WALLACK:
Dianna?

MS. DIANNA WELCH: I guess I will
start with what I think warrants some more
investigation which would lead to the
surprising part but really this issue that I
addressed last of the variability between
the rate increases I think it would have
been -- it would be great to study that
further in the future to get more
information about how wide the wvariability
is.

We really only have the ability to
look at averages in our study and so I think
it would be interesting to look at that I
guess because of some of the surprising
premiums trends that I was a little
surprised that we didn't see trends higher
or at greater disparity than what we found
between the market segments.

PROFESSOR STANLEY WALLACK: Thank

you.
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MS. DEBORAH CHOLLET: I think the
surprising thing and I agree with Dianna
also I think the area that more
investigation is warranted is in the
dominance of price in driving overall
expenditure growth especially for inpatient
and physician professional services.

And then the role of price
variation in that process of expenditure
growth -- the amount of price variation was
astonishing frankly but not surprising given
how prices are set, but that being said,
when there is that much opportunity to find
a lower cost provider, one has to wonder
what systems might be put in place to help
both consumers and employers find lower cost
providers.

They may be paying relatively low
deductibles but they are also paying
co-insurance and the lack of opportunity to
find a lower cost provider and understand
whether there may be potential quality is
difference is, I think, is a key in

controlling costs.
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PROFESSOR STANLEY WALLACK: Thank
you. Good answers.

For those of you who haven't read
the stack as someone described of the
reports, there is a lot in there and I think
I appreciate you coming up with sort of the
highlights and then these couple of points.

But Cindy an important finding that
you didn't highlight here -- it was in the
contents paper so all of you should look at
it, again, Part 1, was that although you
adjusted and showed we were 27 percent
higher when you did the adjustments for
revenue and wage, you came to Massachusetts
is 15 percent higher. There is also a
really interesting graph, diagram in the
report that shows while Massachusetts
spends, you know, at a high level, 13
percent, when you compare this to states at
similar income levels, we are sort of in the
middle and you didn't bring that up but I
think it is, again, this context of what is
good, how do you do that and what do you

have to say about it?
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MS. CINDY PARKS THOMAS: Yes,
that is an interesting point.

We are kind of in the middle but I
would say that health care costs are a
challenge for all states and we can find, we
are not unique in that way.

We need to address these
challenges, but there are states that have
an efficient system that we didn't talk much
about yet and we will over the next few days
that have found a way to have a lower
portion of their state product going to
health costs -- they have found more
efficient ways to provide care.

There are opportunities and other
states and systems have found that.

PROFESSOR STANLEY WALLACK: I
want to go back, Dianna, to what you
discussed which is sort of the volatility
issue, because I think that the actuarial
kinds of simulations, aspects that you made
was interesting.

But I want to ask you a guestion

given also your experience at Blue Cross and
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being in the trenches there and not being a
consulting actuary about how those really do
translate -- how those variations that you
have pointed translate into actual premiums
that firms are asked to pay.

I was talking to a small business
owner in Fall River last Friday and he said
he was happy he only got a 15 percent
increase, okay?

But he was also surprised because
he said that the two oldest workers or the
two people over 60, he let go, they left his
insurance policy. So he thought his rates,
in fact, should be adjusted down and when I
looked at the wvolatility, and I know you
always see the bad stories, the ones that
got 15, 20, 25 percent but we would expect
to see in the analysis some people having
decreases or very low increases.

So I wonder 1if you could sort of
explain. I mean I said I was an economist
but I was going to meet with an actuary on
Monday -- I had asked her to sort of explain

to me do insurance companies when they look
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at those demographics and demographics which
should really drive down the premiums, how
do they deal with that when they set the
rates?

MS. DIANNA WELCH: Well, if you
are talking specific to the small employer
market there are ratings limitations in the
market here that constrain what the insurers
can do.

It also requires that every small
employer of similar characteristics has to
be treated similarly. So the insurers are
not looking employer group by employer group
and setting the premiums, they have to use
consistent factors in setting those
premiums.

So every small employer who drops,
you know, loses a 65 year old worker and
picks up a young worker should see the
benefit of that in their rate. Of course,
in any given rate renewal there is so many
moving pieces. There could be changes made
to the benefit plan design that they had.

There could be changes made to the size of
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the group that effect the increase. There
could be changes in age. You know, there
are many things that effect it. The
carriers could be shifting their pricing of
how they evaluate a different area
adjustments.

So in anyone given renewal for any
given employer there are many, many
different factors that play into the final
premium all of which ultimately have to be
within the rating limitations of the state.

PROFESSOR STANLEY WALLACK: So
you think if we actually did the survey with
all firms we would find some decreases
maybe?

MS. DIANNA WELCH: I would think
that there should be a wide range.

There will be some large increases
and there should also be firms out there
that would receive decreases if they have
gotten younger since the last renewal.

PROFESSOR STANLEY WALLACK:
Deborah, the overall growth expenditures

that you showed, hospital outpatient
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facilities were really increasing, but you
also showed -- you showed in your graph that
free-standing facilities -- you also showed
those but what you didn't go into in this
discussion, what you did go into in your
larger paper was we have seen a change. We
sort of have free-standing facilities
actually decreasing overall and sort of the
outpatient facilities, a portion of care
there actually going up.

Do you have any sense about what is
going on from digging deeper into the
analysis of the kinds of services or why we
might be seeing that -- the shift between
free standing and outpatient hospital
facilities?

MS. DEBORAH CHOLLET: No, the
data don't really give any indication of why
we might be seeing it but there does seem to
be a transition away from the use of
free-standing facilities to hospital
outpatient departments.

The services that are being offered

in hospital outpatient departments aren't
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necessarily much more expensive than were in
free-standing facilities -- they are
somewhat more expensive and as I mentioned
before the variation in both free-standing
facilities and outpatient facilities 1is very
large.

What is driving that transition
from one to the other out of free-standing
facilities into Outpatient Department isn't
apparent.

PROFESSOR STANLEY WALLACK: I am
going to take one of the guestions from the
group here and it is a question dealing with
teaching facilities -- both I think on the
outpatient and the inpatient side, and why
is spending going through the high teaching
hospitals, who or what is steering that
activity to teaching facilities?

You described in your analysis that
you were seeing, one of the reasons and I
think in some of the responses from the
insurers, they said if you look at the price
increase, you know, maybe 25 to 30 percent

of it is as a result of these shifts that
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are occurring between providers.

So there is more care in your
analysis outpatient and your analysis of
inpatient in the report -- more care going
to teaching facilities.

Do you have any idea? The guestion
was who or what is steering the activity to
teaching and academic hospitals?

MS. DEBORAH CHOLLET: I think the
answer is that no one is really staring it.
I think what you are looking at is
non-exclusive networks where the teaching
facilities are included in the network as
well as the non-teaching facilities and that
leaves 1t up to the patient to make the
decision and maybe the patient's physician
obviously to make a decision about whether
the patient goes for inpatient care and with
respect to outpatient care, it 1is likely to
be reputation of the facility -- whether the
reputation is, you know, warranted or not
warranted for the particular services that
the patient is seeking.

PROFESSOR STANLEY WALLACK: One
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of the things we didn't have time to do --
yes, that is right -- one of the things we
didn't have time to do was to really look at
the effect on these growing networks between
the hospital and the physicians and I think
maybe the person asking the guestion was
asking about what hospitals are being used
as these hospital physician networks
actually get larger.

This is a question just brought to
be which I will read. It is around payment
reform and one of the issues -- I will
paraphrase the guestion -- when we look to
payment reform and we looked at some global
payment of capitalization what we are trying
to get at is changes in utilization -- move
care to less expensive settings but given
your analysis today of price being the major
driver 1is your focus on the -- is the focus
on fee for service misplaced or the focus on
global capitation misplaced?

Interesting guestion, thank you.

MS. DEBORAH CHOLLET: I don't

think the focus on greater bundling of
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services is necessarily misplaced but I
think what has to occur or what would Dbe
beneficial if it occurred would be a greater
rationalization of the system.

So even 1f you have a bundle of
payment, you have to establish a level of
payment and that level of payment needs to
be rationalized and it needs to be premised
more clearly on the value of the service and
the efficiency of the location of the
service.

I think the idea of bundling
payment is that that is done internal to a
decision process by a provider group -- and
not done externally via regulation.

But it is appears that even when
payments are bundled currently -- that is
when we are seeing capitated payments -- the
same apparent irrationality of payment
persists.

We saw no evidence that a capitated
payment amount was substantially less than
an uncapitated fee for service payment

amount.
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So, overall, the rationality of the
system needs to be improved regardless of
whether the services are bundled or paid fee
for service.

PROFESSOR STANLEY WALLACK: And
also you had mentioned in the contents
paper, one of the things that was mentioned
was that when we saw the growth -- of
course, we had regulation for prices in the
'80s, 1t turned a curve in '91 -- once you
saw managed come on people thought managed
care could bring down prices and bring down
premiums and they did and I think there was
excess hospital beds and I think Cindy was
showing some of the shifts that went on as
small hospitals closed, we had more teaching
hospitals.

We have changed the balance, T
think, over the last ten years between
providers and payers and I think one of the
guestions we are pursuing over the next
couple of days is who has leverage in these
negotiations and I think that that is an

issue as well.

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

113

I think whoever is asking the
question is probably thinking about how has
the marketplace changed here and we have to
have a very comprehensive approach.

I have a question -- I am going to
turn to a guestion that I have for Dianna.
I will give you one.

One of the questions that I found
interesting and I found most surprising
perhaps about your analysis other than the
volatility question that somebody asked me
about was actually the very small difference
in the administrative -- the loss ratios or
the administrative costs between the small
groups and the medium-sized groups and the
large groups wasn't very large and I have
always thought from reading national papers
that the small groups have these very large
brokerage commissions and, therefore, the
administrative costs are much higher and
your results don't show that.

I wonder 1f you could explain that.

MS. DIANNA WELCH: They don't

show that there are significantly greater
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commissions in the small group market.

That may be something that is a
little unigue to Massachusetts. If I think
if we were to look outside of Massachusetts,
you might see some higher commissions being
paid in the small group market and in
particular in the individual markets outside
of Massachusetts typically have much higher
commissions whereas here the individuals are
now merged within the small groups and we do
see lower commissions here.

The other things that we have seen
that was highlighted is the narrowing of
that gap in non-medical costs between the
small employers and the large employers over
the study period so when we look back a
couple of years, that gap was wider and
health plans have reduced that gap just
recently here in the last couple of year
years.

PROFESSOR STANLEY WALLACK:
Cindy, I have a question to you and we will
go back to some questions from the audience.

Cindy, what you reported on the
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context paper, there seems to be little
distinction between HMOs and PPOs and I am
wondering if -- that was another surprising
finding that they are all paying fee for
service. So if we did a PMPM -- we just
pressed per member per month -- what do you
think we would find?

We have all heard about HMOs being
more efficient in terms of driving down
costs and utilization -- do you have any
sense with that.

MS. CINDY PARKS THOMAS: Since we
are dominated by large networks, I would
imagine there may not be much difference

between the HMO or the per member per month

cost.

PROFESSOR STANLEY WALLACK: Let
me ask one guestion -- I have a final
question -- let me ask -- I have a couple of

minutes and I am done? Okay.

So I have a question here and if
anyone wants to take it on, I won't aim it
at Deborah, but if anyone wants to take it

on -- but the gquestion is please discuss the
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impact on increasing private insurance costs
and provider costs for hospitals with high
Medicaid and Medicare patient mixes and are
underfunded public payment rates.

We could leave it for another
panel.

Did any you of want to take that
on?

MS. DEBORAH CHOLLET: I have not
looked at that issue in Massachusetts but I
have looked at it in other states and I
would hazard to guess that the pattern is
consistent here.

There is cost shifting where the
market allows cost shifting to occur.

So when we look, for example, at
competitive markets where there are a number
of hospitals, a number of physicians that
are competing, we don't see any relationship
between the rate at which the public payer
is paying and the rate that the private
payers are paying. You don't see that cost
shift. You don't see an increase in prices

associated with the failure of the public
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sector to increase prices overtime.

But in markets where providers have
market power, where they have leverage, you
will see an increase in private payer rates
associated with that.

So, in general, if I as an
economist assume a revenue maximizing
institution or a revenue maximizing provider
and there is no constraints on maximizing
revenues, that is pretty much what happens.

So the cost shifting story is
somewhat complicated. It is driven by
competition and the kind of hydraulic
approaches -- whatever Medicare and Medicaid
don't pay private payers pay simply doesn't
pan out.

PROFESSOR STANLEY WALLACK:
Again, as we study, as we learn more by
doing Medicare and Medicaid, I think we will
learn more what is certainly going on in
this state and we also have the power of
that provider, the private payer wanting to
know what that market looks like. We also

have the numbers.
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If you are a private insurer you
are not sending a lot of people to this
facility -- that may have an effect on
negotiations as well -- what the importance
will be for the private payer to pay the
higher rate.

So let me ask my last gquestion. I
could go on. Believe me, there is a lot of
stuff here.

Let me ask another guestion and it
has to do with this outpatient issue
because I think -- outpatient hospital
facility issues -- so we recognize in this
state and it is certainly documented that we
have seen this tremendous growth in
outpatient hospital facilities and it is one
that is growing fastest relative to its
baseline that Deborah showed us. Now that
growth can be looked at positively if we are
taking expensive patients out of the
inpatient setting and putting them into a
less expensive setting that is positive.

If, however, we are seeing the

outpatient facilities grow and care 1is
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moving from the less expense facility
physician's office, we are paying for the
higher facility costs for these outpatients.

So I would like each of you from
your experience in other states or from your
experience in sort of just generally in
health services to tell me whether you have
any sense of what is going on here -- is it
a good thing or a bad thing that we are
seeing this tremendous amount of growth and
is it something that we should sort of --
people should be thinking about in this
state with regard to DON -- is that what it
is -- with regard to outpatient facilities.

Cindy, do you want to start with
that?

MS. CINDY PARKS THOMAS: Yes, I
think that -- I don't believe that the
flattening or decreasing growth in hospital
admissions is really commensurate with the
increase in outpatient services.

I don't think many of us believe
this is true. We are substituting

outpatient for inpatient -- that may be
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happening to some extent but I think as
outpatient facilities expand particularly in
a teaching hospital, it is an attractive
setting for physicians to provide care.

I know, for instance, physicians
providing cancer care are now providing them
in hospital outpatient settings to a greater
rate than with the change in reimbursement
particularly by Medicare -- I think that
hospitals as they are interested in
expanding these various areas, I think they
are quite attracted to physicians to provide
care in those settings without having to
overpay.

PROFESSOR STANLEY WALLACK: That
is just conjecture?

MS. CINDY PARKS THOMAS: Yes.

PROFESSOR STANLEY WALLACK: A lot
of outpatient cases with these new cancer
infusion drugs -- Dianna?

MS. DIANNA WELCH: I don't have
anything to add on that.

PROFESSOR STANLEY WALLACK: This

driving costs that you have seen in any

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

121

other states? Is that unusual?

Cindy showed we are very high and
is that something that we are seeing
happening?

MS. DIANNA WELCH: I wouldn't say
it is unusual to see high trends and in
particular high trends in the outpatient.
Anything beyond that is --

PROFESSOR STANLEY WALLACK:
Thanks. Deborah --

MS. DEBORAH CHOLLET: I think
there are two ways to look at this.

No. 1, I think avoiding a hospital
inpatient admission is a good thing on the
whole simply because of the dangers of an
inpatient admission -- that the patient does
not control that environment and we know
from substantial research that there is a
risk of injury and infection in an inpatient
environment that might not exist in an
outpatient environment.

However, 1t is hard to control
costs in an outpatient environment for the

same reasons that a regulator is not much in
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control of that situation. Providers and
patients are in control of that situation.

And I think that that is the reason
that we are seeing both an increase in price
and the increase in the volume of services
driving costs in that sector.

It 1is very hard for a regulator to
get their arms around an outpatient
environment. We see that even in states,
for example, in Maryland and West Virginia
that regulate inpatient hospital rates.

They are also seeing fast growth in
outpatient expenditures because they haven't
regulated them in the same way.

PROFESSOR STANLEY WALLACK: It is
an opportunity to talk about global
capitation to rationalize that system.

We have a very hard time with the
outpatient side relative to the inpatient
side.

I am reminded of one of the
readings I gave my students in class -- as a
Professor, I give a lot of reading to keep

them busy, but one of the readings was
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The Hospital is a Doctor's Workshop but is a

an older article. Why is 1t something

from -- I won't say the year -- but probably
something from the early '80s or late '70s,
it sounds to me one of the answers that
Cindy is giving us -- that a lot of the ways
the hospital outpatient facility has become
in some ways a really good place for a
physician to do practicing for a variety of
reasons that enables them whether it is
imaging or cancer infusion drugs.

It is important thing for us to
learn a lot about. Because it may be higher
quality as Deborah said, but it is really
where the costs are being driven.

So I think as you get your agenda
ready, David, for going forward, that is
certainly an area that I think you want to
concentrate on.

So thank you to the panel and I
hope we all learned something.

(Applause from the Audience.)
COMMISSIONER DAVID MORALES:

Thank you, Professor Wallack.
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Two very quick things -- one, I
would like to invite Chairman Jeffrey
Sanchez, Chairman of the Joint Committee of
Public Health and the House of
Representatives to offer brief remarks and
then we will take a short break.

(Applause from the Audience.)

REPRESENTATIVE JEFFREY SANCHEZ:
Good morning, thank you so much,
Commissioner Morales and members of the
panel, thank you for your insight.

Again, I want to first of all thank
you for inviting me to make a brief
statement before the panel.

All of us know and we knowledge
that our system is fundamentally flawed. We
have to try to figure out how we go about
despite our success how we make our health
care system responsible accountable and make
sure that the system are working for
everyone.

Not only that we have but we have

to do it in an environment that brings down
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our costs and improves quality.

We have been able to do so much
through Chapter 305 that included proposals
to increase transparency and health care
spending and improve our public reporting of
patient outcomes and more demanding of
patient safety protocols.

305 also established several
collaborative efforts to realign our health
care delivery models to fit a more modern
patient centered approach to care.

Now our task is to build upon
Chapter 305.

In my time as the House Chairman of
Joint Committee on Public Health, I have met
with many of the stakeholders who will
address this panel over the coming days and
they all have a unique and informed
perspective on the contributing factors to
the current crisis facing the Commonwealth.

What we do not have is a consensus
opinion on where the problems lie and how to
address those problems and that job of

building that consensus falls to us.
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Our task as public officials is to
weave individual perspectives in a coherent
public policy that will provide a positive
lasting benefit for all of the people of the
Commonwealth and, yes, businesses as well.

And to achieve this lasting and
comprehensive solution to the problems
plaguing our system, I would suggest that
this panel and those who appear before it
expand inquiries beyond the traditional
guestions of health insurance and payment
reform while I enjoin the dialog and
discussion on variables and market failures
and all of those great terms that the
average citizen, you know, tries to
understand and, you know, especially when
they are hearing them from us -- we have to
try to make sure that, again, we look at the
lack of emphasis on preventative health
policies.

For far too long we focused on the
financial side of getting care to the sick
to the solution of where we should exert our

efforts to prevent sickness and disease.
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Asthma, heart disease, diabetes and
other chronic illnesses are preventable and
treatable and our health policies must be
aimed at curbing the effects these
conditions have on the public health and the
bottom line.

Less than 5 percent of all of our
health expenditures are spent on prevention
and wellness efforts -- yet for every dollar
spent on initiatives to increase physical
activity, improved nutrition and prevent
smoking, a total of $5.60 can be saved in
health care costs.

Preventive health policies and new
efforts to educate citizens on the
importance of making healthy choices must be
an integral part of any health care savings
initiate.

Another aspect of public health
policy that would be crucial in any
successful effort to reduce spending is the
ongoing effort to eliminate disparity and
access to care for vulnerable populations

especially those who are in underserved

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

128

areas of the Commonwealth.

Our health care reform is an empty
promise if we do not address the barriers of
care and disparities of access that still
remain despite our success in providing near
universal health insurance coverage.

And we cannot ignore the economic
fact between 2003 and 2006, 30.0 of direct
care expenditures for African Americans and
Asians and Hispanics were excess costs due
to health inequalities. Examining the
matters that have been brought before the
Joint Committee on Public Health there are
other contributing factors to our health
care financing crisis that we should also be
including in the discussion on cost control
and health care reform.

For instance, the continuing
evolution of education and training
standards for health professionals that
support our physician community should lead
us to examine how we better use each member
of the health care team to maximize the

effectiveness of patient care and foster
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better patient outcomes.

Reducing health care spending will
require us to make sure that public policy
utilizes all of our health professionals
education and training to provide care to
patients in a way that bought maximizes
their skill sets and reduces health costs to
patients.

Professional services such as
advance practice nurses, clinical
technicians, community health workers and
non-traditional care providers must be a
part of this dialogue to ensure that
patients have increased access to well
trained and qualified providers who are able
to -- who are able to with their educational
standards and scope of practice without
outdated or arbitrary restrictions on their
practice.

We need to ensure the smooth
integration of health records and new
technologies and do so in a way that extends
the benefits to all providers and we need to

also coordinate patient care to the spectrum
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of health care providers to reduce
duplication of treatment and improved
outcomes and prevent medical errors.

Also, 1n the committee, we have
also looked at general administrative and
oversight capabilities to identify
structural inefficiencies in the delivery of
healthcare to try and look at wasteful
spending.

I know that I share the view of my
legislative colleagues that the road ahead
of us will not be easy but that we must act
now to stem the tide of unmanageable health
spending increases for Massachusetts
families and businesses.

I look forward to working with
members of the panel and forging ahead with
the next steps.

I have taken enough time. I thank
you so much, Commissioner and I thank you
members of the Panel.

(Applause from the Audience.)
COMMISSIONER DAVID MORALES: We

are going to take a very brief three-minute
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break and we will be back here at 11:25.

(Short Recess.)

COMMISSIONER DAVID MORALES:
Thank you.

I would like to ask Commissioner
Murphy to approach the podium for the next
presentation.

COMMISSIONER JOSEPH MURPHY:
Thank you, Commissioner.

I am Joe Murphy. I am the
Commissioner of Insurance and I am joined
here today by Kevin Beagan who is our Deputy
Commissioner for our Health Care Access
Bureau.

We appreciate the opportunity to
join you here today.

Today I would like to give an
overview of the small group market and also
talk about the review that we have
undertaken of recent small group rate
increases.

At the most basic level health
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plans provide or arrange payment to
providers for covered services to insure
individuals for employer groups. The
delivery of health care and the
administration of health insurance coverage
has been become more complicated over time
because doctors, hospitals and other
providers have access to effective
techniques and services that could not be
imagined 20 years ago.

We as consumers of health care
expect our health plans to pay for these
services when we need them.

The American market is more complex
than other systems because of the level of
choice. Large and small employers,
employees and individuals can chose from a
variety of health plans offering different
benefits, cost sharing and provider systems.
The greater the number of choices the more
complicated the system and its
administration.

As the complexity increases, higher

costs and 1nefficiencies follow.
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Beyond the differing level of
health care benefits, Massachusetts
residents expect the right to go to their
doctors and hospitals when they need them.
Unlike many other states the major
Massachusetts health plans have created
networks that include almost all of the same
providers whether they are high cost or low
cost.

Massachusetts residents have
intimated in comments to the Division and
complaints to health plans that a plan is
inadequate if it does not have access to all
of the providers that people want when they
need them.

Over the past half century the
government, private businesses, employers,
consumer advocates and health plans have
tinkered with the levels of choices as to
networks have tied to implement point of
service systems and tiered arrangements and
health savings accounts and have utilized
managed care tools in consumer education in

an attempt to impact choice and provide
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incentives for covered persons to get the
appropriate level of care.

Health care costs and health
premiums are continuing to rise at alarming
levels despite the actions described above.

According to a report issued by
Oliver Wyman for the Division between 2002
and 2006 the total costs for medical
services per insured member per month
increased by 55 percent for an average
increase of 11.6 percent per year.

Some claim that costs have
increased at higher rate for small employers
offer the past few years. As employers and
individuals are forced to pay high prices,
these increases threatened to strangle
businesses efforts to recover from the most
recent recession.

In August of 2009, Governor Deval
Patrick charged the Secretaries of Housing
and Economic Development, Health and Human
Services and Administration and Finance to
explore and evaluate all reasonable options

to address the rising cost of health
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coverage impacting Massachusetts small
businesses.

The Secretaries detailed ongoing
efforts being conducted through their own
agencies and through the health care quality
and cost counsel to restructure the method
of paying providers and to simplify the
administration of health care services as
well as additional items that needed
immediate review.

On October 20th, 2009, among other
actions, Government Patrick directed the
Division of Insurance to schedule
informational hearings to examine health
care premium increases concentrating on
small group premium changes and actions that
companies are taking to address costs.

During this time the Division
invited each small group health carrier as
well as hospitals and providers groups to
explain their own systems and the reasons
that the costs were increasing.

The Division held introductory

hearings in the first week of November in
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Lowell, Springfield, Boston, Bridgewater and
Worcester to listen to public comment on the
questions upon which it should concentrate.

Over the next seven weeks the
Division instructed the ten health carriers
participating in Massachusetts small group
health insurance market to respond to a
series of questions regarding the following
topics.

Week One -- company cost
containment initiatives. Week Two, health
benefit design, marketing and
administration. Week Three, consumer
services, financial systems and regulatory
affairs. Week Four, general management
expenses and claims payment systems. Week
Five, provider contracting and network
management. Week Six, utilization
management and claims payment trends. Week
Seven, premiums development for whole plan
and smaller groups.

In addition to the health plan
hearings, the Division invited each of the

state's hospitals and health care provider
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trade associations to attend hearings
between January 7th and January 12th to
provide testimony or submit materials in
written form.

Over the past two weeks we
conducted a second set of hearings across
the state including stops in Boston,
Fitchburg, Framingham, Hyannis, Lawrence and
Pittsfield.

We have collected reams of
information through this hearing process and
also through our confidential examination
authority.

The Division was directed by
Governor Patrick to examine information
presented in these hearings that propose
changes that may be implemented in statute,
benefit design or administrative practices
to mitigate the substantial annual increases
that have impacted the small group market.

On February 10th the Governor
announced the jobs package that includes
both regulatory and legislative efforts to

assist small businesses with their health
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insurance costs.

On the regulatory front the
Governor directed the Division of Insurance
to issue an emergency regulation requiring
carriers to file their proposed small group
rates at least 30 days in advance starting
with those with 4/1/2010 effective dates.

Carriers are now also required to
file substantial documentation to support
their proposed rates.

DOI is reviewing this information
and will determine if the rates should be
disapproved. The legislative components of
this package include soft caps on insurer
and provider rates for a period of two years
and legislation that will provide for more
affordable options in the marketplace.

According to reports developed by
the Division of Insurance as of December
31st, 2009, a total of 815,931 persons were
covered under small group health insurance
plans including 72,513 individuals and
743,418 covered through small employers.

The Massachusetts market for small
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group health insurance is dominated by
coverage offered by the state's health
maintenance organizations which account for
87 percent of this coverage.

The remaining coverage 1is
predominantly with Blue Cross and Blue
Shield's non-HMO plan, the Assurant Health
Insurance Companies and other insurance
companies who are no longer offering
coverage.

Among the HMO plans, the statewide
plans offered by Blue Cross and Blue Shield,
HMO Blue, Harvard Pilgrim Health Care and
Tufts Associated Health Maintenance
Organization account for over 85 percent of
all HMO membership.

Unlike the markets in many other
states, the Massachusetts market 1is
dominated by Massachusetts centered
nonprofit health maintenance organizations.
The four largest plans grew from regional
health plans to statewide plans that operate
in limited other jurisdictions.

The large national health plans,
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United Health Care of New England and Aetna
which have substantial presence in other
states account for less than 1 percent of
the Massachusetts small group health market.
The four largest health maintenance
organizations each offer robust provider
networks that include the vast majority of
hospitals, primary care providers and
specialty physicians that are available
throughout Massachusetts.

Although there are minor
differences in the service delivery systems
of the providers under contract in each
plan, in general the networks each offer
approximately the same access to hospitals
and physicians throughout the state.

These health plans do not compete
at this time based on access to providers
but instead strive to have network that are
similar to their competitors so they will
not lose any competitive position to the
others.

In the one year period between July

1st, 2008 and June 30th, 2009 the largest
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seven health maintenance organizations
collected 13.8 billion dollars in revenue
from premiums and fees generated from
serving sell-funded accounts.

Revenue generated from small group
health plans accounted for 3.2 billion
dollars during this period. During the
above noted one-year period large group
premium revenue accounted for almost half of
all revenue generated by the health plans.

Small group premium was smaller but
still accounted for over 23 percent of total
revenue.

If government revenue were
excluded, small group premium revenue would
account for over 30 percent of all revenue
generated by the largest seven HMOs.

As noted previously, the companies
in the Massachusetts market compete
aggressively to maintain and grow their
shares of the market.

In the large group market carriers
experience rate based on each large

employers prior and projected medical
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expenses compared to other large groups.

In the small group market carriers
are required to base rates based on the
prior and projected medical expenses of the
overall small group market with adjustments
based on the age, industry, participation
rate and location of the group.

In response to claims that small
group rates were increasing more rapidly
than those of the large group market, the
division looked more closely at the overall
trends in April of 2009.

At that time certain companies did
increase rates more for small group than for
large groups.

For example, Blue Cross and Blue
Shield of Massachusetts raised the base
rates for its two most popular small group
plans by over 14 percent while keeping rates
for its large group plans to under 10
percent.

We hope to issue a report on our
findings as a result of all of these

hearings within the next month, however, I

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

143

would like to share some preliminary
findings from our report.

The top HMOs, Blue Cross and Blue
Shield, Harvard Pilgrim and Tufts Health
Plan cover 87 percent of those enrolled in
HMOs. Each is a local nonprofit contracting
with over 65 hospitals, 4,000 primary care
doctors and 16,000 specialists. On average,
85 to 89 percent of each premium dollar is
spend on health care payments to hospitals
and other health practitioners. The
remaining amounts are devoted to
administrative expenses or contributions to
surplus.

It 1is becoming more complex to
administer plans due to three main issues --
one being provider networks.

Network hospital and non-hospital
providers have increased reimbursement
demands to pay for technology, training and
capital expansions as well as to subsidize
underpayments from government and other
creditors.

Second, employer products --
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employers have increased demands to reduce
benefit costs while maintaining the same
level of health benefits and are exploring a
wider array of cost sharing and tiered
network plans.

Third, regulatory constraints,
plans need to devote resources to design
health plans and rates and responding to
consumers, contract with providers, develop
utilization review and cost containment
programs and pay claims and report to
financial and regulatory agencies and
develop information technology systems to
keep up with this complexity.

Another finding was the increase in
complexity causes inefficiency and raises
costs to all.

Small group and large group
premiums are both growing but small group
premiums are growing at a faster rate.

Small group administrative costs
are higher than those of large employers
mostly because HMOs perform many more

enrollment functions for small employers and
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need to spread certain account level costs
over a smaller pool of employees.

Small group utilization is higher
than utilization for large employers.
Individuals are allowed to Jjump into
coverage when they need it to pay for health
services and jump out after this treatment
is provided.

Large employers are much more
likely to employ health management or
wellness programs that address employees who
are at risk of developing chronic health
conditions.

The following options were raised
during the course of the hearings to help
carriers decrease the cost of coverages to
small employers. Again, these are options,
not necessarily recommendations and they
will be more fully discussed in our report
to be issued later this month.

Under the heading of creating more
affordable small group products, some of the
options we have heard or explored include

requiring the marketing of plans through all
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distribution channels; the requiring the
offering of one product -- at least one
product -- that does not meet MCC levels,
requiring the offering of at least one
selected network product; permitting the
offer of coverage through group purchasing
cooperatives; permitting health plans that
exclude mandated benefits; permitting
carriers to offer at least one tiered
benefit product where doctors may move from
one benefit tier to another during the
contract period; requiring a plan whose
provider rates are capped. This is also
known as the affordable health plan
legislation.

We also heard a lot about making
adjustments to the small group rating rules
and under this heading some of the options
we are considering include allowing the
Commissioner to annually adjust rating rules
to eliminate duplicate or unwarranted costs;
eliminating age rate factors; capping the
application of rating factors to reduce

shock when group composition changes;
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smoothing rate factors to reduce rate shock;
allowing carriers to offer wellness and
tobacco use adjustments outside the
permissible 2 to 1 band; requiring review of
changes in the benefit level rate adjustment
factor.

Under controlling small group
market utilization we heard the following
options. Create open enrollment period for
individuals. Require small employers to use
wellness or smoking cessation programs,
create a high risk pool for those
individuals with potentially expensive
costs, require that small group products
include higher incentives to use primary
care providers, require regular reviews of
existing mandated benefits and repeal
ineffective ones, i1nstitute a moratorium on
mandated benefits, increase the individual
mandate penalty and limit prorating of
penalties.

Under the topic of eliminating
anti-competitive forces we heard the

following options and they will, again, be
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addressed in our report later this month.
Prohibiting non-competitive provisions from
being in contracts. Prohibit tie-in deals
in provider contract negotiations. Limit
the profits of insurance and pharmacy
companies.

Under improving claims handling we
heard about encouraging providers filing
claims on paper to use administrates to file
these claims electronically, requiring
carriers and providers to use electronic
means to process all claims materials and to
use electronic medical records to store
patient information.

We also heard about requiring
carriers to penalize providers who do not
file electronically or file inappropriate
claims.

Under the topic of increasing
transparency, the options we are considering
include requiring reporting of complaints
statistics, requiring reporting of detailed
administrative expenses on supplemental

financial statements, requiring a reporting
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of all cost containment efforts.

Under standardizing the
authorization processes across HMOs, we
heard about requiring carriers and providers
to follow the same processes to authorize
requests for service. Require carriers and
providers to use the exact same medical
necessity criteria.

Under standardized billing and
coding processes across HMOs, we have looked
at limiting the look back period for
carriers to audit prior payments to
providers, requiring all product benefits
and cost sharing to be the same, requiring
carriers to collect all co-payments,
deductibles and other cost sharing.

Under the topic of standardizing
HMO administrative processes, we have heard
about further standardizing the
credentialing process across all plans.
Prohibiting carriers from transferring
mental health care to carve out
organizations, requiring all providers to

accept global payments at sometime in the
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future, requiring plans to penalize
employers for filing retroactive changes to
enrollment.

Under the topic of reducing
burdensome administrative processes, we have
heard about the making the HMO licensing
process a biannual process, also requiring
electronic submission of HMO licensing and
accreditation filing materials, eliminating
the requirement to notify an insured that a
referral has been approved, eliminating the
requirement that HMO evidences of coverage
be sent into the Division of Insurance for
review, eliminating the requirement that
HMO's put premium on documents to covered
employees, eliminating the requirement that
HMO send annual provider directories to
employers, reducing rate filing requirements
for closed non-group health plans,
consolidate data reporting across state
agencies to reduce duplicative reporting,
enact legislation to ease the approval
process for the termination of closed plans.

Massachusetts residents are blessed
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with some of the most technologically
advanced hospitals, best trained health care
practitioners and top ranked health
insurance carriers in the nation. This
comes, however, at a cost.

This cost can especially impact
small businesses. Between April of 2009 and
April of 2010, the average small business
health insurance rates increased by 12.4
percent.

We all know this is a complicated
problem that requires all stakeholders to
examine every available option. The
Division looks forward to issuing our report
in the coming weeks and working with you as
we move forward.

And with that, we would be happy to
answer any questions.

COMMISSIONER DAVID MORALES: Any
questions from the attendees for
Commissioner Murphy at this time?

If we don't have any questions --
oh, a question in the back -- Steve Bradley.

FROM THE AUDIENCE: Commissioner,
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insurers that are facing this April 1lst time
frame for issuing their new premiums, what
happens to those companies when, if they
issue those premiums based on their existing
data, and then their previous request that
they have submitted to the Division of
Insurance 1s denied or reduced and they have
already written those policies and they are
going to end up collecting premiums that are
not equal to what they are projecting their
costs to and let me follow up that, and then
if that happens, are you concerned that
there might be a run on the insurer where
policyholders that have higher premiums will
come back and demand that those premiums Dbe
immediately reconsidered and lowered
potentially exacerbating the difference
between costs and revenue?

Thank you.

COMMISSIONER JOSEPH MURPHY: I

may defer to Kevin on part of the response.

We are in the process of reviewing
those rate filings that we received on March

2nd. As you heard the Governor earlier in
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his comments, he recognizes that small
businesses are in an economic emergency. We
are in the process of reviewing those rate
filings. If we do disapprove a filing, we
have send guidance out to the company saying
that they would need to refund that premium
to those effected persons that are covered
under that disapproval.

DEPUTY COMMISSIONER KEVIN BEAGAN:
I would only add that we are looking at all
of the rate filings extremely carefully.

We have actuaries that consistently
look through the products to guestion all
the assumptions that have been used.

We are looking at all of the
filings at the same time to make sure we
understand the implications of any
disapproval.

We recognize that the disapproval
process will take time not only for the
Division to make its determination but if
the Division does determine that it is going
to disapprove any filing, then the company

has the right to then schedule an
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administrative hearing and that hearing
would happen at the Division of Insurance in
the months that follow.

So we are trying to take everything
into account to make sure we understand the
implications of any disapproval.

COMMISSIONER DAVID MORALES:

Thank you, Commissioner.

At this time I would like to call
Len Nichols to the podium to begin his
presentation.

MS. DEBORAH CHOLLET: Good
morning, I am going to give a very brief
introduction to Len. You see his bio in
your packet.

Len Nichols is currently a
Professor of Health Policy and Director of
the Center, a new center -- Center for
Health Policy Research and Ethics, College
of Health and Human Services at George Mason
University. He came to that position from
the position of Research Director, I guess,
of the New America Foundation and has -- was

the Vice President For the Center for
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Studying Health System Change, a principal
research associate at the Urban Institute
and the Senior Advisor for Health Policy at
the Office of Management and Budget during
the Clinton reform years.

Len comes with all of the nicks and
bruises and deep cuts of health care reform
and price control and we will let him talk
about that.

Thank you.

PROFESSOR LEN NICHOLS: Well,
thanks, Deborah, Commissioner Morales, and
other distinguished guests -- I would like
to thank you for inviting my testimony today
on the urgency of finding policy solutions
to our health care costs problems at the
local, state and federal levels.

My name is Len Nichols. I am a
health economist, a Professor of Health
Policy, a Director of the Center for Health
Policy Research and Ethics for George Mason
University in Fairfax, Virginia which you
may know that is the southern-most

Commonwealth in the United States.

COPLEY COURT REPORTING




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

156

I am honored to offer this
testimony today not least because I lived
and voted in Massachusetts for 11 years when
I began my career as teaching and eventually
chairing the Economics Department of
Wellesley College.

And my son was born at the Brigham
in 1987, so I actually have a deeper
connection to Massachusetts than any of you
could possibly know.

And Massachusetts has always been a
beacon to our nation from before it was a
nation right up until and including this
morning.

Our political leaders at the moment
are engaged once again in a great national
debate about whether to use government power
to set new rules in the Senate so that our
health care system can serve all of our
citizens in an economically sustainable
manner or not.

And, once again, all eyes are on
Massachusetts. You have led the way in

implementing the law and policy that has
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reduced the percentage of your population
without health insurance to a level that the
rest of the country can only envy.

And, once again, you helped fellow
Americans see what is possible and in many
important ways, it helped perform
legislation that the Congress will finally
vote on in the coming days and weeks is
patterned after your own.

But just as the fate of national
reform hangs in the balance, you too have
much unfinished business with your policy
choices as well. For the common issue that
vexes Massachusetts and national, political,
business, health system and thought leaders
is what to do about health care costs. This
issues is perhaps the primary conundrum in
the national debate and, of course, you
already know that if you fail to address it
accurately, your own stellar coverage gains
will come undone and your own middle class
will find access to timely high quality of
care increasingly out of reach as it is

already in the rest of the country.
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This i1is and would be a failure of
leadership of a very high order.

So what is to be done?

There is, of course, no shortage of
advice on this score and you will hear and
read more than your personal share of the
very best kind this week and afterwards.

I happen to know how smart and well
informed the people are who live nearby and
want to help you make the right choices for
Massachusetts.

My task this morning is to set the
context for why you must act while being
paralyzed by a complete lack of certainty by
so confusion and by partisan demagoguery is
dangerous for Massachusetts and for our
country.

Let me begin with what I think is
the graph that conveys all other ideas.

This is why we are having this conversation
as a nation and it i1is why we must act to
reduce costs.

It shows the ratio of family

premium to medium family income across the
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country in wvarious years.

'87 is the first bar and I picked
that year because it is a year for which we
happen to have very good data. In 1987 the
family policy took about 7 percent of median
family income, and that or course is the
income that half make more and half make
less.

Go out one bar and you get to 2006

and I picked 2006 for an important reason.
That i1is the year when the candidates in 2008
for President make a go/no go decision.
They have been to Iowa four times. They
have seen how they look in flannel shirts
and they learned to talk like farmers and
they decide to run or not.

And isn't it interesting that 20
candidates both parties felt compelled to
have a health care plan at this time. Why
is that? It is not because they want to
talk about health care reform -- trust me --
they would much rather than talk about
Pakistan.

It is because the middle class 1is
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worried about how to pay for it and the
reason 1s right there. It is because by
2006 the family policy was 17 percent of
median family income.

Now if you take the last ten years
and trend out ten more years from that 2006
magic moment -- just let premium grow like
it has and median income grow like it has,
you will get to a choice about your religion
about economics. If you believe what
economists believe and that is that employer
contributions have to be paid for out of
productivity and do, therefore, come out of
wages -- then you have to count employer
contributions as part of income as I do in
the first two bars.

If you believe that, then you count
it and then ten years from now health
premiums are only going to be 34 percent of
median family.

If you believe what some of my
friends in the labor movement believe and
that is that it comes out of wage -- out of

profits and then you don't count it as
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income, it comes to 45 percent.

Now truth, of course, I will tell
you 1s somewhere in between. The truth
always is. But I will tell you this too in
economics we have concepts for something
between 34 and 45 percent of median
income -- it ain't going to happen. It is
not go to happen. We cannot go there. We
cannot afford that. That is the fundamental
point. We cannot afford business as usual.
We are not going to move to a world in which
half of our population pays a third or more

of their income to cover the payment, it is

not going to happen. So something has to
change.

This i1s the next reason -- oh, let
me back up, sorry. These are all national
data. In Massachusetts, you know, you are

rich, right, you have very high incomes and
it turns out you also have high premiums, it
turns out you have a little bit higher
income than you do premiums. So you right
now in 2008 only need 16 percent of median

family income to pay for a family policy.
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But you are on the same trajectory as
everybody else. In fact, what I learned
this morning is that you are actually on a
worse trajectory than everybody else so
you too will get to the mid 30's by

yourselves.

This i1s the next reason. We don't
really have a choice. Now this shows
Medicare -- I won't belabor Medicaid -- I

assume you all know about that since you
deal with that every hour, but Medicare
drives home the point at the Federal level,
of course, the main reason for our fiscal
imbalance which is serious is Medicare cost
growth and this is the simplest way to look
at it -- it is shows the share of GDP that
Medicare claims, 2008 3.2, ten more years
2020, 4.5 that would be a one third
increase, that means to keep it as solvent
and as functional as it is now that means
you would have to raise taxes for Medicare
by one third and keep going it gets worse as
boomers retire and age and as current health

care costs growth continues.
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So what that says is that we have
to increasingly give up larger and larger
fractions of our total output at the Federal
and State level just to maintain the
promises we have already made.

Then you don't really have a
choice. Sometimes the hardest choices are
when you have no choices at all. We are
going to have to address this.

Again, in Massachusetts you look
like a very high spending state if you just
look at unadjusted dated. The amazing thing
about the team Stan assembled is that they
did all the right adjustments and that gets
your utilization down to pretty much
average.

Well, I am here to tell you you
shouldn't be proud of being average in
utilization in the Medicare program. You
are right there like everybody else. You
should do better. In fact, if you don't do
better in Massachusetts, Jjust think what it
is going to be like where people talk like I

do. It is not going to go do well in
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Mississippi, Arkansas, Louisiana and so
forth if y'all don't lead the way. I will
have a seminar on how you say y'all.

But anyhow we need you to get after
this a bit more intensely -- and here is
why. This is from the Congressional Budget
Office and we know they do a lot down there
to save paper so I apologize for the number
of ideas in this one graph, but it has two
reports.

One is a bar chart -- I'm sorry,
the line, the line graph which is the most
important number actually in this discussion
of the deficit and that is the debt held by
the public -- that is we owe each other --
as a fraction in GDP so it represents in
some sense our indebtedness relative to our
national output and you want to read that
against the right hand scale and what you
see 1s that the least recent excitement has
got us up from avoid 40 percent of GDP to
over 60 -- it 1is actually about 67 rising
slightly over time if the current law

continues. That is an important number. It
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is a big jump and I want to put it in
historical context in a moment but right now
I want you to take that in your head and
then focus on the bar charts because the bar
charts show us the fraction of GDP right
against the left hand scale that we spend on
interest.

Today is it is about 1 percent of
GDP on interest and within ten years it will
be 3 percent of GDP and rising.

Now moving from 1 percent of GDP to
3 percent of GDP does not excite many people
who aren't economists. I agree with that.
But let me tell you a secret -- that is big
money. 2 percent of GDP more to get us
exactly what in terms of services for our
population -- zero.

To put this in perspective to cover
the uninsured nationwide would cost one
percent of GDP. So when you squander 2
percentage points more on interest, you are
squandering in the easy case for covering
the uninsured and that is why it is becoming

so hard in Washington to have a conversation
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about this. So we have to get our dent
down. Now let me get you in context here
because there is nothing better than history
to do that.

This is debt to GDP over a longer
time frame and I want you to understand
this. It is actually fairly rarely
discussed which it is unfortunate for a
nation.

I want to take you back to
World War ITI and show you we started at 40
percent GDP, and debt held by the public
went up to 110 percent -- why -- because we
had to borrow to build all those battleships
and Bl7s to go tearing around the globe.
That turned out to be a good idea. We
didn't really have a choice then we had to
do that and, no, we did that and kept the
third grade and Mass. General open. We
managed to this because you borrow when you
have to.

But then, and this is really
important, starting in '46 we had what we

had lost and we had a bipartisan consensus
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to pay off the debt overtime.

It is possible. We had it once.

We had a bipartisan -- look it went down
from 46 all of the way a little pick up
around OPEC basically the rates and that is
when we lost the bipartisan consensus and as
an economist I will tell you you can have
whatever size government you want but you
have to pay for it.

If what you start doing is cutting
taxes without cutting spending, then you are
saying you are not willing to pay for the
government you want. That is a problem.

And note the debt from GDP went
from about 25 percent up to offer 47 percent
while the economy was booming.

And then Clinton with a fair bit of
uncooperative help from Gingrich, they sort
of fashioned an involuntary bipartisan
consensus but they did -- God love them
both -- and they started to turn it down and
so we actually remember when Clinton left
office, Republicans were in the Congress and

had a 200 billion dollar surplus. Where did
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the hell did that go?

Then what happened, of course, W1
wanted to cut taxes again. We don't have a
bipartisan consensus about paying for tax
cuts, our wars, our Medicare and then --
boom -- the great recession hit.

I want use the D word, I don't want
to panic civilians. It was not a
depression. But it was not a depression
mostly because we knew about the last
depression to intervene -- remember Paulson
and Biernacki going up to Congress in
October '78. I will never forget it
interrupted playoff baseball. There I am
wanting to see the 7th inning and I get
Nancy Pelosi on TV.

And what you saw was a tremendous
amount of fear, why -- because Biernacki,
the economist, thank God was in that
position and actually understood the Great

Depression and spent his whole 1life

studying -- okay, for all of your students
out there -- it is a good thing to study one
thing forever -- your day will come -- and
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at that moment he was the one guy in the
right spot who could tell members of
Congress we don't have a choice, sports
fans, you have got to borrow and spend money
because we face an existential threat to our
way of life just as serious as World War II
and every macroeconomist on the planet
agreed we have to spend money and so we did.

Now it turns out that blip in the
GDP was partly due to the Bush tax cut plan
and partly due to the stimulus. The
stimulus itself added about 25 percent of
that surge -- that ain't the problem. We
had to borrow to keep from having a
depression. The problem is what happens
next.

The problem is we don't have a
bipartisan consensus about how to bring that
debt down. That is why we are locked into
ever increasing interest payments and that
is why we are locked out of squeezing out
the priorities we all share about how to
make the country and state decent and strong

at the same time.
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So when I look at health reform at
the national level from a fiscal
perspective, it is only worth doing if it
begins to reduce the deficit which according
to the non-partisan Congressional Budget
Office, it does.

So to argue against health reform
on deficit grounds is frankly a kind of
intellectual dishonesty of a rather high
order. We are used to that, of course, so I
couldn't belabor the point.

I will just say that the important
stuff about health reform is actually not
what CEO score slightly reduced the deficit.
The importance is what CBO didn't score and
that is the payment reform stuff at the end,
all right, all of that stuff about
accountable organizations, medical home, the
conversation is guite similar to what I am
hearing here.

In fact, of course, your work is
very much being watched in Washington
because you had the courage to make the

first step.
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We all pray you have the coverage
to take the second step and then the people
down there will have the courage to make the
first step.

So what is the deal -- I would say
you are going to hear a lot more about
solutions coming forward my task was to make
you sort of believe A, you can and B, you
got to take serious steps and save costs
overtime.

What I would say is the one issue
that has not gotten nearly enough attention
either analytically or frankly politically
is the reality of local market power.

Now the Attorney General report is
going to speak for itself and I won't step
on her toes. I will just say read it, read
it again, read it a third time, think about
it hard. It is real.

Now the problem from the economics
point of view is that when you have got real
market power, you have only got three tools,
antitrust, regulation and countervailing

market power. I will tell you that you are
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going to need them all but the truth is
antitrust can't help you much if what is
going on is legal and lots of it is legal --
maybe all of it for all I know so you are
kind of stuck if the problem is derived from
a reputation that is in people's minds --
more powerful than data at least the data
that I have seen so far. Maybe I should see
more data -- I will leave that to you. But
the point is it can't help you much in every
case.

Regulation is the temptation of
everybody in a hurry and Lord knows we
should be in a hurry and you know, one of
the reasons that I have been around as long
as I have is I'm so old I am in a hurry too.
This is my last shot, okay, but I am going
to tell you that regulation also smacks up
against all sorts of instincts that are good
in the American market system and,
therefore, you want to go carefully down
that path and I would say avoid it if you
can, therefore, you are left with what I

think is the most important and useful tool,
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countervailing market power, i.e, buying
power.

That includes the power to regulate
information flows so we can get more
transparency out there.

Transparency may end up being your
best friend particularly with public opinion
about reputation and so forth. Performance
should match that or not but first you have
to show what performance is.

So I would just say pay close
attention to countervailing power. Three
elements there -- first, just like the
Federal bill does, you have got to signal
business as usual is over. Business as
usual has to end because we can't afford
business as usual any more. We simply
cannot afford it.

We just went through that class, we
cannot afford that, so we have to do
something different. The signal that
business as usual is over is extremely
important in a world that is pretty

decentralized by health care costs. Because
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what you really need is not a bunch of smart
people sitting in some room and mail out the
answer, you need participation by your local
providers which are different throughout
this Commonwealth.

You are not going to get full speed
participation and engagement in thinking
about new incentive and measurements
structures unless they know that the status
guo 1s going away.

So it i1s a signal that leads to an
engagement of behavior that you need to make
in my view appropriate policy and health
care choices.

And, second, a lot of people have
concluded and I am certainly among them a
fee for service of 10,000 CTP codes 1is
probably not the smartest system for the
21lst century. You are not going to get
efficiencies if you are arguing what you
paid for a particular code. It is not going
to happen. You need to broaden the scope of
what you pay for and broaden the

accountability measurement that you are
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actually holding -- that you are going to
pay forward.

But I will tell you and the
Attorney General makes this point quite
clearly just ending fee for service alone 1is
not enough. You can still have a market
power problem and have it all bundled. You
have to deal with market power or you are
not going to get where you want to be and,
finally, and this is a lesson that I would
say that came to me partly through the
Center for Studying Health Systems Change
and partly through Stan and Stuart Altman's
group at Brandeis and partly through what I
have been through in the last couple of
years trying to figure out how to create
space for a decent policy conversation in
the District of Columbia which is a
challenge.

It turns out that one of the things
we need more of are progressive private
sector voices. I will say something I think
probably a lot of people would agree with --

no single human has enough wisdom to solve
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this problem and I guarantee no human in
government in Washington has the wisdom to
solve this problem.

But I predict that it 1is probably
true in Massachusetts too although you do
appear better than average I will assert.

So you are going to have to listen.
In fact, I would says as a nation, our
biggest problem right now is we don't know
how do listen to each other any more. I
don't know what the hell happened there but
we need to learn to do that again. We need
to listen to the private sector and the
problem is you can't just do the easy ones
and pick trade associations. Some of my
best friends are in the trade
associations -- let me make that clear but
trade associations are all flawed. They are
all too big. They all grow to get clout
that is human and normal but then it ends up
they have to protect their weakest members
and so they end up having to suppress the
progress -- the voices you need to listen

to. So you need somebody else to bring you
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the progressive voices -- I volunteer myself
and Stan and Stuart and so forth.

But any way the point is here is
what they taught me. First, thing about, in
fact, try to implement the concept of
evidence based regulation to go along with
evidence based medicine -- and by this I
mean let's think about the redundancies that
we have right now in all kinds of quality
financial and even educational regulations.
I know a very, very high guality public
health system in Denver 1is inspected by
eight different creatures every year, same
check 1list for guality, same health and
performance and the CEO has to spend eight
weeks a year with different people all
basically trying to find out that she is as
good as her numbers look like.

We have a word for this -- it 1is
called stupid. We need to do better than
this and we can do better than this and you
surely can think about similar types of
redundancy that can be overcome.

Second, we are America. We are not
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going to go to single payer. We are going
to have multiple payers. That is one of the
benefits of our system and one of the
sources of inefficiency.

So if you think about sharing very
good incentive information and I would say
quality information across payers so we all
have similar incentive structures.

Why should a hospital have 14
different pay for performance schemes -- God
help us all. That may require by the way
some creativity about regulation, again,
why -- because you may need state anti-trust
people to help up with the feds so they can
all get in the room and talk. Right now you
can't assemble all of the payers and
providers in one community and talk about
incentive structures -- it is illegal.

We also think that that is stupid
economics and you have policy makers that
can help you fix that and I believe you can.

Third, the private sectors folks
who run real systems around the country who

I consider to be progressive voices are
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guite clear on this point -- Jjust tell me
what the incentives are and get out of the
way but reward me for doing the right thing
and punish my brethren who don't.

There is no reason on earth that we
should be as tolerate about subpar
performance and high cost activity as we
have been as a country and I predict as you
have been as a state.

And, finally, on this point of no
one has pure wisdom, think about making a
public private partnership, the task of
which is to teach best practices everywhere.

Some hospital in Worcester figures
out a way to make sure we never have a
central will line infection again -- that
knowledge ought to be nationwide in less
than a year.

Now your own Institute of Health
Care Improvement in down in Berwick does a
great job of pushing that and as far as I
can tell about 200 hospitals out of 3,500 in
the United States really are benefiting in a

serious way from that flow of information.
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That would be a low percentage and we can do
better than that is but only if we make it
clear business as usual 1s over and we have
to move to a better world and I thank you
for your time.

(Applause from the Audience.)

MS. DEBORAH CHOLLET: Do we have
any questions immediately? Yes --

FROM THE AUDIENCE: Now, I am
wondering what are the incentives for
physicians or hospitals that develop best
practices to actually propagate and
disseminate that information?

PROFESSOR LEN NICHOLS: Good
guestion.

FROM THE AUDIENCE: And the flip
side, what are the dis-incentives or
incentives for people with bad practice to
abandon bad practice?

PROFESSOR LEN NICHOLS: Very good
and it is quite symmetric -- I love the way
you bracketed that question.

Let me first say the incentive of

those who figure out the best way to spread
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is not great unless you reward them for
constantly finding it.

So what you want to do is build in
a system where if you get there first, you
get the most savings.

So let's imagine Hospital A learns
how to reduce, let's Jjust say treatment of
knee surgery with high guality outcomes and
all of the stuff we always measure and they
are 20 percent below the average.

Well, then you want to give them a
payment that allows them to reap that gain.
So there is their gain. Then you say to the
other ones, look, if you can do this, you
too can share in the savings and by the way
here is how, all right, and over time we all
can get there and meanwhile the one that is
doing the 20 percent maybe gets a grant to
study to do more and so forth, maybe the
hip, shoulder.

So you have to constantly reward
the innovators but you have got to make
clear we want the whole country or the whole

state to get to this 20 percent below
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average. We are all be going to be lead woe
be gone, by God. Trust me, there is enough
overuse out there in say Florida and Texas
and Mississippi and you have always got
those guys to compare to and hopefully the
Federal government will get its act together
and they will start driving the system as
well.

So the first thing is you want to
have incentives to innovate and reward them
for high quality performance.

Right now i1if they got better at
reducing central line infections, etc., they
just give money back. There is no incentive
to innovate right now.

So the flip -- what about those who
are bad -- why should they gain -- well,
that is the point of changing the payment
mechanism.

Right now there is no incentive and
frankly unfortunately right now there is no
time, you guys are busy as hell, all right,
and you take a primary care doc -- they have

to see 30 or 35 patients a day to make a
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living -- they don't have time to read, they
don't have time to eat lunch.

So when you think about your going
to have to teach them and you are going to
have to make it easy for them -- that is
what this public private partnership is
about is to make it such that -- but that
won't work alone -- Jjust tell them there is
a better way -- unless you incentivize it --
unless you make it clear that they are going
to gain financially.

The ideal in primary care, for
example, would be to move to a world in
which they could make a living seeing 20
patients a day and you talk to primary care
doctors and they will all tell you a lot of
those visits are not really necessary. They
are redundant follows up because they have
to order them in order to make a living.

So let's change the way they make a
living to a more efficient structure. They
make more money seeing fewer patients but we
manage all 35 better and use more nurse

practitioners and so forth -- so a
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combination of incentive and information and
I would say pressure, countervailing power,
we will not pay unless you do the following
once we know 1t is the right thing to do
within some reasonable span of time.

MS. DEBORAH CHOLLET: We have a
guestion.

FROM THE AUDIENCE: Thank you for
the presentation. It is so concise. And it
is nice to be able to have a conversation
after it.

Have you identified in all of this
any -- in a safe way -- the major
resistances to doing this? Is it all money?
Is it power? They are veiled sometimes but
any thoughts about that?

PROFESSOR LEN NICHOLS: When
certainly when people say they are not
talking about the money, you can often
assume that the money is in the room, but I
think it is also true it is more than money,
it is absolutely more than money. Part of
it is autonomy, it is belief that, you know,

I am supposed to do it this way, that is
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what they were taught maybe and/or it is a
way that they think they have to do it to
make a living.

What is fascinating I am sure you
know is this geographic variation around the
country, within the state, and probably even
within the city -- and you sort of how can
this be -- well, when they got to where they
are whether it can be Utah or some
particular hospital in Massachusetts this is
the way we do things and that is what they
are taught.

So remember in medical school very
rarely are they taught anything about how to
actually set a price. So there is a whole
lot of learned economics once they leave
medical school and then I would Jjust venture
the observation within medical school they
are not taught appropriately enough about
parsimonious issues of resources. They are
taught go try what you want, let's try not
to kill them and we will come back and learn
from this. So fundamentally if we don't

teach them efficiency -- if you don't teach
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them efficiency when they are young and they
can make a better living being inefficient
when they are old -- what are they going to
do?

FROM THE AUDIENCE: Education.

PROFESSOR LEN NICHOLS: So it is
a combination of education, changing
incentives and then give them a pathway and
you can't just say, okay, I am going to pay
you more for this and less for that unless
you teach them to do the right thing and
that is why I think the public private
partnership essentially think of it like the
tool used -- the tool used in this New
Yorker piece on, you know, how we learn
overtime, like the Agricultural Extension
Service has a county agent in every county
in the United States out there teaching the
farmer down where I live and everywhere
else, maybe you want to thick about beans
because cotton ain't doing too well -- so
think about it -- why not have the same kind
of resource available to a doc trying to

move from a 35 visit day to a 20 visit day.
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I know a practice in eastern
Tennessee, a guy figured out that the
elderly need more time -- that is a shock --
so he ran a bunch of physicians practice --
he created a separate practice just for the
elderly but he had to go through sheer hell
to do i1t but he forced his physicians to
spend 40 minutes per elderly patient --
culture shock -- they are used to is 9 or 11
even for the elderly -- 40 minutes --
apparently first they sang a song. But
anyway, 40 minutes when you do this, you get
a really good history and you learn what is
going on, lower admissions, about 18 percent
and lower EDs by 40 percent and had them all
healthy but then he figured out he was
basically giving money back to the Medicare
program. So he created a health plan to
capture the full payment and he used the
surplus to incentivize the docs to do what
they knew they should do in the first place.
Now the docs are happy, everybody is happy
except the Medicare program because it

doesn't like -- but you get it -- it 1is both
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money and culture -- you have to do both --
you can't ignore either.

MS. DEBORAH CHOLLET: Let me
follow up on that.

There are always two impediments
to a in State C to private public
partnership certainly the outliers are
protected by Federal law and that is
Medicare and business plans.

How do you see them playing into a
public private partnership and coordinating
it?

PROFESSOR LEN NICHOLS: I think
we are going to hear this afternoon that the
ERISA plans are tired of paying what they
pay for health care.

And I think what stunned me about
your trend in Massachusetts was how the
ERISA plan trend is worse than the
commercial plan. That may be a first in the
United States. I am very impressed with it,
how bad that is.

So I think, in fact, they are

likely to be highly motivated and since you
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know quite well since you taught both of us
about this, the ERISA plan is mostly
self-insured so they are really with
providers.

At the end of the day it is about
the physician/patient encounter, everything
else i1s commentary.

You said it -- if we don't get this
right, we are not going to get anything else
right. So it is really about how do you get
to there.

Now as far as Medicare, what one
would hope although one might not want to
bet on it, but what one would hope is that
the Federal government will get their act
together and make Medicare a partner.

One of the most interesting things
in my view about the Centers for Payment
Innovation and the language of the bill as
well as some language that is already there,
Section 646, I think it is, communities have
the right to in a sense ask for the right to
be free of all of those in order to do what

the community wants to do.
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Let me tell you a secret -- we are

not going to solve this problem at the
Federal level in one felt swoop. It is
going to have to be done community by

community. Every kind of community is

different with different kinds of hospitals,

physicians and configurations but if you
agree you want one set of incentive
structures and you want one set of
measurements that make sense and you get
providers to buy in then you have a chance

to go and say here is what I would like to

do -- there is a concept out of the Recovery

Act associated with Beacon Community, I

assume they took the name from here, in any

way those Beacon Communities are going to be

I think multi-payer experiments in the

making of efficiency and high value of care.

FROM THE AUDIENCE: I wonder 1if
you could speak about the way prevention
plays a role until terms of costs and

controlling inappropriate use of health

care -- both prevention in the context of a

clinical visit and a broader more community
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based approach to venture.

PROFESSOR LEN NICHOLS: Okay, let
meal talk a little bit again about Denver
Health -- that is a public system that I
know a lot about and I have seen it up close
and then talk about the broader public.

Denver Health, and by the way
two-thirds of their patients are either
uninsured or Medicaid and yet they get
quality scores off the map and they are
two-thirds of the cost of their competitors.

So how do they do it. They have a
screen on which the electronic record sits
and the physician has to turn the screen
literally this much so the patient and
physician can look at it at the same time
and that allows them to show these patients

and here is the line for your blood

pressure -- what happened here -- you didn't
fill your prescription -- next time you
don't fill -- when you can't afford it, you

tell me and we will get you the drugs
because what happens when you don't -- what

happens is that little blue/red graph --
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they have the best compliance in
hypertensive control in the United States.
All non-verbal, I mean all non-written -- it
is all conveyed to the population that is
typically considered to be a troubled
population.

Take that to the bigger scale --
fundamental problem as you know quite well
is prevention is a good idea -- the payoff
to investment is it is not a short run
payoff.

So you can't expect private actors
to invest -- it has to be invested in at the
public level. It has to be public.

So I would submit that no one in
our business can look at obesity trends and
not be truly terrified about where we are
headed.

I mean, you know, in my opinion we
have to make both information incentives a
much stronger component. I applaud what
Senator Harkins, a good card carrying
liberal supported that is now an

amendment -- a penalty for smoking. I hate
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it and you ought to be able to avoid it if
you enter an approved smoking cession
program but you should not be able to avoid
it just by saying I don't want to do
anything. I would say the same thing for
obesity, the same thing for all of the
other things.

You have to turbo charge the
incentives but you also have to, I think,
you give them a pathway, you can't just say
go by skinny -- you have to say here is how
to do it.

FROM THE AUDIENCE: I am Lynn
Nicholas.

PROFESSOR LEN NICHOLS: Oh, yes,
yes.

FROM THE AUDIENCE: And I really
appreciate your comments other than the dig
about the trade associations.

(Laughter from the audience.)

PROFESSOR LEN NICHOLS: I said
some of the best people are in it, but any
way --

FROM THE AUDIENCE: So here is my
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question. Your comment about, you know, the
progressives and letting them kind of lead
the market trends, I think, has great value.

PROFESSOR LEN NICHOLS: Which is
how we met if I recall.

FROM THE AUDIENCE: That's right.
So how do you deal though with the fact that
in that kind of milieu the strong will
probably get stronger and the weak will
probably get weaker and then there is the
whole issue of consolidation or, you know,
the diversity of what we have versus market
leveraging and consolidation, so how do you
see that issue and that trend which is a
national trend which is not apparent here in
Massachusetts that much -- how do you see
that playing into all of this -- as
something we should encourage or discourage
or, you know, what is your view on that?

PROFESSOR LEN NICHOLS: Well, I
will would say you have hit in many ways the
nail on the head here as to the tension
between these impulses and realities.

But I would just start by asking
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this question -- who would we rather have
run the small in efficient hospitals in
Nebraska -- somebody who knows what they are
doing or someone who doesn't.

So I think in fact it is okay 1if we
have consolidation in a certain form. What
you don't want is for that consolidation to
lead to price advantages which are not
commensurate with value delivered.

What I hear in the data although I
have not seen any econometrics, so I will
reserve judgment but what I hear what I have
seen in the report so far is prices in
Massachusetts are not correlating with
anything except market leverage.

So what I think is we have to think
hard about what the consequences are. To me
the solution, again, is some combination of
appropriate transparency, countervailing
power and better payment policy which will
enable folks to make the better living doing
the right thing the first time as opposed to
just using pricing power to cover up many

sins.
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You probably know and I am sure you
do, roughly today according to MED PAC data
three fourths of hospitals lose money on
Medicare, but they almost all have positive
total margins and they make it up by
charging private payers a hell of lot more
than they lose in Medicare.

While that sort of works, 1t is not
good. The problem is not that Medicare
underpays per se, it is that hospitals are
covering up inefficiencies with market
power.

So we have to think about ways to

enable them to make a living in the right

way —-- we need to pay them -- we need to pay
them better for Medicare -- most of the
country -- I don't know what it is like here

but I assume it 1is better here than in most
places.

FROM THE AUDIENCE: NO.

PROFESSOR LEN NICHOLS: I am sure
it is less than cost but in Colorado it is
like half costs and in California, I mean,

what is the point.
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So they basically -- we have to pay
better for the right, you know, for
different payers but at the same time we
have to incentivize increasing total gquality
improvement or we can't forward move.

So I think there is a balance
there. I am not afraid of consolidation as
long as it doesn't lead to undue market
power.

What it should lead to is higher
gquality and lower cost.

MS. DEBORAH CHOLLET: I need to
close the session to stay on time.

Thank you, Len.

(Applause from the Audience.)

COMMISSIONER DAVID MORALES:
Thank you very much, Professor.
At this time I would like to invite
John Ciccarelli, our Assocliate Vice
Chancellor at UMass Boston to the podium
where he is going to give us our
instructions for lunch.

I would like to thank him publicly
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for hosting this.

Thank you very much for hosting
this.

ASSOCIATE VICE CHANCELLOR
CICCARELLI: Okay, folks, listen closely.

You go down to the second floor and
the second floor puts you on the cat walk.
If you go to the left, you go to the campus
center, and at the UL level, UL, there 1is
the Atrium Cafe and you can get sandwiches,
soups and other delectable items.

If you get on the cat walk and you
go to the left, you can go to the Quinn Cafe
which is in the Quinn Building, again, at
the UL level and there is soups, beverages,
etc.

We apologize but it is spring break
and a longstanding renovation on the
cafeteria began this weekend which will
conclude at the end of the week.

You have a little walk but you can
stretch your legs and there are sandwiches
and things there and we look forward to

seeing you back here.
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(Whereupon at 12:45 p.m.,
lunch recess was taken.)

the
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PROCEEDI NGS

COVMM SSI ONER MORALES: We're going to
get started with the second part of our hearing
today with Attorney General Martha Coakl ey, so,
Attorney General, whenever you're ready.

MS. COAKLEY: Good afternoon
everybody, thank you, Comm ssioner Morales, and
t hank you, Comm ssi oner Auerbach and Attorney
General O Brien and Comm ssioner Murphy who was
here this nmorning, for those of you who were here
a very interesting morning that we hope to
conti nue.

In addition to our Health Care Division
Chief Tom O Brien, | just want to introduce who
else is here today fromthe Attorney General's
Office, Lois Johnson who is an Assistant Attorney
General who is going to make a presentation once |
make some brief remarks, and al so Assi stant
Attorney General Karen Sung and Susan Brown are
here and seated with Lois are two of our experts,
Dr. John Freedman and Bel a Gorman who you'll hear
fromin our hour.

| also want to acknow edge Ki m Davoncoch

she's been an expert who has worked with us for a
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long time, a consultant on health care contracting
who has been very hel pful to us including this
report and the work we have done in the Health
Care Divi sion.

We do have a report that we wil
distribute to any of you who want once we are done
but we hope you will listen to the presentation so
you can get the highlights of this as we go
forward, and | just want to say first of all, it's
my pleasure to be here, not only so we can make
our presentation but so that | can get educated
with all the great work that is going on in
Massachusetts and as far south as the Commonweal t h
of Virginia.

So, we are presenting our results today
of our office's exam nation of health care costs
trends and cost drivers, that's pursuant to the,
what you have heard a | ot about today, Chapter
118G, Section 6 1/2 B.

We know that the Commonwealth |ed the way
on access to health care and we believe that we
can lead the way in keeping health care
af f or dabl e. It's not going to be easy or quick,

you' ve heard that before and you'll hear it again,

4
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and it's going to require the best thinking and
efforts of all of the parties in the system the
not for profit, the for profit, government,
private sector but we think that these hearings
and we hope that our report can play an inportant
role in providing the information that will give
us the basis for critical policy discussions and
action thereafter.

The inportance of this one issue, the
containing of health care costs cannot be
overstated. W're fortunate to have excell ent
quality of health care here in Massachusetts and
excellent institutions who |lead us in providing
for that health care.

They are the anchors of our comunity as
we' ve heard, they are enployers and they are our
past and | believe and hope they will be the
future of Massachusetts, but enployers here in
Massachusetts, whether they're big business, small
busi ness, they are towns or cities, know that the
cost of health care is an issue that we cannot
continue to afford to ignore because we cannot
afford it.

We understand our progress is going to be
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at risk, the progress we've made so far in access
if we find that health care costs get beyond the
reach of our enployers and particularly of our
resi dents.

We have a unique opportunity that we're
going to try and highlight and this is the
equi val ent of a pocket call, putting up the
concl usions here, so, these aren't related to ny
comments at the noment, but the report that we're
going to highlight today has, | think gives us a
uni qgue opportunity to address the information that
we uncovered through enormus amounts of work by
folks in our office and with help of some of you
in this roomto provide a mrror of and a
transparency into a health care system

We think that this information is unique
not just in Massachusetts but in the country. The
| egi sl ature has authorized us to do it and these
hearings | think are important because we must
di agnose what we need to correct.

We've taken our charge to the Attorney
General's Office seriously and we hope that this
health care report will identify in the health

care market an informational baseline as we strive
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to control costs while maintaining access and
quality.

So, what did we set out to do in doing
this report. W wanted to | ook at cost drivers in
Massachusetts market and we first wanted to
understand how prices are established for health
care services.

At the outset of the review over a year
ago we were aware that the providers of health
care services were paid different prices by
i nsurers. \What we did not understand well enough
before we started is how parties arrived at those
prices and what was the basis for disparate prices
paid for the same type of services.

First, the prices paid to providers are
the result of dozens even hundreds of discrete
negoti ations. Each insurer negotiates with each
provider or provider network whether a |arge
academ c hospital, whether it's a small conmmunity
hospital, a | arge physicians group or a small
practice and establishes a price paid for health
servi ces.

The price typically for a particular

service, what we refer to as a unit price, but may
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also be a capitated rate that is a price paid to
cover cost per patient.

Second, far more chall enging than
establishing just what the price is paid was to
| earn what drove those negotiations and what
ultimately explained the variations in prices
pai d.

The analysis was both qualitative and
guantitative and we spoke to parties who
negoti ated the contracts and we analyzed the data
t hat m ght help explain those disparate prices.

We considered conventi onal wi sdom on why
health care prices mght vary so materially, for
instance, whether it was difference in quality,
difference in the health of the patient
popul ati on, whether the provider served a | arge
Medi cai d popul ati on which to some degree is
subsi dized with private payments and whether it
was related to the costs of an academ c medi cal
center.

We sought to evaluate the expl anations
for disparate prices. Are the price differences
expl ai ned by high quality of care or the

compl exity of service or the sickness of patients,
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and as we will discuss very shortly we did not
find a correlation between different prices and
many of the things that we would expect |ike
better quality or sicker patients or teaching
hospital status.

What we did find is that market | everage,
the size of the organization, the various
strengths that it brings to those negotiations
with payers was the correlation to the price paid
and the conclusions from these findings should not
be in any way blam ng of a particular player in
the health care system

The nore appropriate inquiry is what do
we do with this information now as we go forward,
what do we want to do about it and what can we do
about it and if we think that higher costs should
be expl ained for good reasons |like better quality,
how can we make that type of incentive part of the
system some of the same questions that Len
Ni chols just asked very well before |unch.

If we think that high quality community
providers should not be at constant risk because
they may not match the negotiating |evels of the

| argest providers, how can the system reflect that
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desire, and I am commtted as | know ny office is,
as | know many of you here in this room are here
t oday, including the Governor, the Senate
Presi dent, the house and the | egislators who spoke
here this norning, we are commtted to working
with the doctors, the hospitals, insurers, the
busi ness comunity and all the other stake hol ders
to make sure that we get the right solutions as
qui ckly and practicable.

Before we nove to a presentation on our
review and findings, | want to note that our
report does reflect a massive amount of
informati on we received from providers, all of
whom were incredibly cooperative with us and
provi ded the requested information and individuals
with whom we spoke.

That cooperation was essential to
fulfilling our mssion to date and | believe that
cooperation will be there as we nove forward to
seek some solutions to cost containnment.

We will as | said at the close of our
presentation provide copies of the hearing, it's
al so going to be on our web site, and | would just

note that if we have time, | know Conmm sSSi oner
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Mor al es has been very effective at keeping us to
time, | appreciate that, if we have tinme we would
be happy to answer questions, so, | would ask for
efficiency if you have questions, wite them out,
we'll collect them and if we cannot get to them
we'll make every effort to respond to you, so, if
you want to put your name and your own web site or
E-mail we'll try to respond to you after the
heari ng.
' m going to turn now the hearing over to
Assi stant Attorney General Lois Johnson from our
Heal th Care Divi sion. She's going to highlight
some of the key findings and she will be foll owed
by the experts with whom we worked to make sure
t hat our perspective and our work was as accurate
as possible, and so let me get off of this web
site so I'll let you get to where you want to be.
MS. JOHNSON: As the Attorney Gener al
said, the results of our exam nation are detailed
in our written report which will be avail able
t oday both on our website as well as we expect the
Di vision of Health Care Finance and Policy website
and several copies will be avail able after our

presentation, but today |I'm going to walk through
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12
some slides that illustrate six of our seven key
findings.

Those findings that 1'Il talk about are
No. 1, like the Division's own analysis -- |I'm
m ssing one flag here, I'm not sure why, No. 1,
i ke the Division found there are wide price
di sparities across the Commonweal th in physician
rates as well as hospital rates, No. 2, that those
di sparities are not explained by, as the Attorney
General said, expected value based factors |ike
quality or conplexity, that 3, those disparate
pricings are explained by relative market
| ever age.

No. 4, we found that payment met hodol ogy
does not correlate with variation and total
medi cal expenses, 5, now we're on the right slide,
t hose price increases, that price is a significant
cost driver of overall medical trend, and finally,
that 6, those higher priced providers are in fact
gai ni ng market share at the expense of | ower
priced providers.

The seventh finding regarding contracting
practices and provisions that reinforce and

per petuate those market disparities are described
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13
in detail in our report. Two of our experts wl
follow with more detail on how we approached the
role of analyzing quality and price to arrive at
t hese findings, and as | said, these slides are
taken from our report in nmore detail and nore
slides are found there.

So, first, our analysis showed that
payment rates for physicians and hospitals vary
significantly across the state and the results
aren't the same for each major carrier that we
| ooked at, so, it's not just with one particular
heal t h pl an.

This slide, for example, is a graphic
representation of the waterfall of comparative
payment rates among physician groups across the
state. For example, here it shows that there is a
90 percent differential fromthe | owest paid
physician group to the left to the highest paid
group to the right and that variation is the same
on the hospital side.

This next slide shows a simlar waterfal
this time showing the variation in prices paid by
one particular insurer to hospitals in

Massachusetts and here we see a hundred percent
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14
differential fromthe | owest paid hospital to the
left to the second highest paid hospital, and you
can see there's a significant variation fromthe
second to highest paid but fromthe |owest to the
second highest it's a hundred percent
differential.

So, what accounts for that variation in
payment to these providers who offer sim|lar
services and often offer those services within the
sanme geographic area.

We | ooked, as the Attorney General said,
at a variety of factors, those factors nost often
associated and cited to explain with differences
in rates to see if we can explain these
differentials.

For exanmple, we | ooked at whether those
hi gher paynment rates are tied to a proportion of
government patients that a hospital serves and we
found that they are not tied.

In this chart you'll see that the
hospitals with the higher m x of government versus
commer ci al patients known as di sproportionate
share hospitals or to many in this room dish

hospitals, those hospitals are identified in red.
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This chart shows that the dish hospitals
are not anong the highest paid hospitals, they
woul d be clustered toward the right of the graph,
but instead tend to be among the | ower paid
hospitals across the state.

In fact, our data shows that overall
commer ci al payments to dish hospitals are roughly
9 to 25 percent |ower than commercial payments to
non di sh hospitals. So, variation of rates is not
correlated to the high proportion of government
i nsured patients.

And a note here about quality, our
expert, Dr. John Freedman, will detail for you the
quality metrics we used and conpare to price and
payment to arrive at our findings that there is no
correlation between prices paid and quality.

So, two other factors that we | ooked at,
teaching status and conplexity of services. So,
one m ght assunme and many have assunmed t hat
teaching hospitals are nore expensive than
community hospitals, that they get higher prices,
but we found that this is not always the case.

On this slide teaching hospitals are

identified in red. If all teaching hospitals were

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

16
among the highest paid hospitals in the state,
t hey would be clustered to the right side of the
graph. Again, here they're not. In fact, for
this particular health plan whose data you see on
the slide, of the top ten paid hospitals only two
are teaching hospitals.

So, another factor represented here is
sickness or conplexity. W found that the
relative sickness or conplexity of the patients
cared for by those hospitals or even on the
physician side, the health status of patients for
various physician groups do not correlate with
payment rates.

So, the yellow tape on this graph shows
case mx index or CM for each hospital across the
state. The CM which is calculated by the
Di vision of Health Care Finance and Policy shows
the relative conplexity for patients treated at a
given hospital. A CM of 1 is an average score,
hospitals with a higher CM serve a nore conpl ex
or sicker popul ation on average.

Of the top ten hospitals for this
particul ar payer, only two have CM's above

average, so, we've seen that conplexity doesn't
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explain higher rates and we've done the sane
anal ysis on the physician side and found no
correlati on between higher rates of paynent and
health status of the popul ation treated.

So, we found that for the value based
factors as we're calling them of conplexity,
quality, academ c or dish status, there's no
correlation, no positive correlation with the
price.

We also found, and this is detailed in
our report and actually Bela Gorman will discuss
this in her remarks, that those high rates of
payment are not adequately explained by hospital
unit costs, the cost to the hospital perform ng
t he services, so, where did we see a correlation,
what does explain the significant rate of
disparities that we see in the marketpl ace.

Well, one factor we found, one
significant factor is market |everage. Now, both
insurers and providers bring |everage into the
negotiations to result in paynment rates.

Provi ders can have | everage based on
their size, their dom nance in the insurer's

network, their geographic |ocation, whether they

17
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offer specialty services, whether they have a
brand name. So, we | ooked at market |everage in a
few different ways and one way was to focus on
t hat provider size.

Looking there, there are two neasures of
size, one is revenue, the nunber of health plan
dol l ars going to a particular provider and second,
members or membership, the nunber of health plan
members associ ated with a provider or provider
system So, using those metrics we found that
payment rates do in fact correlate with market
| ever age.

Thi s graph shows the conparative market
| everage among our mgj or adult academ c nmedi cal
centers, so, on this graph we illustrate the
rel ati onship between the price the hospital gets
paid with higher prices going toward the right and
your size, here shown by revenue, with a greater
revenue going up to the top and the size of the
bubbl e, another factor, represents another aspect
of size, the members, the nunber of health plan
members associ ated with that particular hospital.

So, you can see in this graph that the

hospitals with the higher market |everage, they're
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bi gger and up higher on the graph are also plotted
furthest to the right on the graph because they're
also the nost well paid.

So, it's inmportant to note as
Dr. Freedman will discuss that quality does not
di stinguish these providers but their respective
mar ket | everage does.

And as we heard over and over in our
interviews with health plan players, provider size
whet her | ooked at in ternms of revenue or
menbership is a significant factor in their rate
negoti ations and there are of course other
i mportant factors that contribute to market
| everage both on the provider side and the insurer
side and we discuss those in our report but this
slide shows the market | everage due to size.

Next we | ooked at another financi al
metric that is useful to comparing providers.

Total Medical Expenses or TME tracks the per
member per month costs of delivery and care
associated with a particular physician group.

TME captures all costs, all spending and
accounts for both the price of the services and

the volume of services used, and our expert Bela
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Gorman will describe it in nore detail about the
metric of TME and its value, but when we conpared
the TME of physician groups we found that the TME
does not correlate with payment methodol ogy, that
is whether that physician group was paid on a fee
for service basis, here represented by the blue
bars, or a risk based basis, capitated or gl obal
payment of some form those are represented by the
red bars.

So, if there were a positive correlation
t hat one m ght expect with risk based payment type
arrangenments you would see, you would expect that
the red identified physician groups would have
| ower TME clustered towards the |left of the graph,
but as this graph shows there is no correlation.

We see that some of the risk sharing
provi der groups have anmong the highest total
medi cal expenses in the state. W showed that the
met hod of payment or how physicians get paid does
not predict whether or not they'll have | ower or
hi gher medi cal expenses overall.

Next using the data that we gathered on
medi cal trend we can see the overall inmpact on

price and many have tal ked about the role of price
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t oday and we want to highlight its inportance.

The data from three | arge health plans
t hat we | ooked at show that the increasing prices
paid for services and not the increasing use of
services has been primarily responsible for the
increasing health care costs overall over the | ast
few years.

For example, this slide shows a breakdown
of the various factors that contributed to cost
growth from 2004 to 2008 for this particular
insurer and that's what we mean by medical trend,

t hose factors that contribute to cost overall.

Here you can see in blue that on average
over this period, 50 percent of the cost growth is
caused purely by price increases. An additional
20 percent we're told of this insurer's cost
growth is attributed to |ocation or provider m Xx,
patients getting care in nore expensive providers
and that factor is captured in the purple band.

The remai ni ng 20, 25 percent of trend is
due to a combination of utilization and intensity,
t he substitution of nore intense services. So,
while utilization is important, it's a conponent

we found and | think is echoed in the Division's
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findings that price is a far nmore significant cost
driver in Massachusetts, and Bela Gorman will give
some nore details on medical trend analysis and
the role of price.

Finally, we |ooked further into the trend
of where patients are getting their services, the
provider mx and the effective price in
di sparities.

As the | ast graph showed the change and
| ocati on of services from |l ower cost to nore
expensi ve providers can have a significant inpact
in overall cost growth. \When we reviewed this
chart data, we found that |ower cost hospitals are
| osing volume to their high cost conpetitors even
when they offer conparable quality as we have
shown.

Our analysis shows and is represented on
this chart that hospitals who are paid above
average prices gained 2.88 percent in inpatient
vol ume over the past three years while hospitals
pai d bel ow average prices lost 1.15 percent in
i npatient volume during that same period, so,
we're seeing a shift.

The shift in market share from | ow cost
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to expensive providers represents an overall cost
to the system 1in the short term the sanme health
care services are costing nore, and in the
long termif the pricing trends we see continue,
| ower paid providers will continue to | ose volune
and be forced to close or we tal ked about mergers
with | arger systems further exacerbating the
overall cost trends.

Before | turn the presentation over to
our experts, | just want to a say few words about
our exam nation. As the Attorney General said,
our review was extensive and thorough over the
course of a year plus we reviewed thousands of
docunments.

Our team especially Assistant Attorney
General s Susan Brown and Karen Sung, reviewed
contracts, quality and price information, we al so
used our unique statutory authority that the
| egi sl ature gave us in this exam nation to issue
CID's to fifteen providers, a range of community
providers, academ c medi cal centers, dish
hospitals, physician organizations as well as to
the five major players in the state, but we didn't

just rely on docunents, we also conducted dozens
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and dozens of interviews with the market
partici pants and we asked them to help us verify
our data, to verify our analytical approach as
well as to verify our findings, and |I just want to
say that our work wouldn't have been possible
wi t hout the cooperation of both the payers and
providers that we worked with, and on behalf of
our office and our team | just want to thank al
of those who assisted in pulling this information
t oget her.

We're very pleased already that the
process has resulted in greater transparency and
di scl osure of this inportant price and quality
information, and with that especially thanks goes
to our team of experts, two of whom w || address
you today.

First, we have Dr. John Freedman who is
going to talk about the role of quality. Dr. John
Freedman is a physician, holds an MBA, he's an
expert in health care quality measurement who has
done extensive work with both providers, payers
and al so governments.

DR. FREEDMAN: Thank you, Lois, and

good afternoon everyone. My name is John
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Freedman, | provided expert consultation to the
Attorney General's Office in health care quality
measurenment through the course of this
exam nati on.

' m a physician, board certified in
internal medicine and |I've also earned an MBA. Wy
first formal position in quality measurenment and
i mprovenment was at Kaiser Permanente beginning in
1993.

Since then |I've worked in a variety of
settings and |I'm currently principal of Freedman
Health Care LLC, a firmthat consults to
provi ders, payers, government entities and others
on issues of health care performance, performance
measur ement and performance i nprovenment.

We are fortunate that Massachusetts
boasts strong performance by many nmeasures of
health care quality. For example, the National
Commttee on Quality Assurance, NCQA, currently
ranks four Massachusetts commercial health plans
amongst the top twelve in the United States. The
2009 Commonweal th Fund report ranked health care
in Massachusetts as seven best in the country.

We're justifiably proud of the care
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that's avail able here in Massachusetts, yet, we
al so know that health care here is not better than
t he national average on sonme measures and that
variation exists on sonme inportant aspects within
the state.

The Attorney General's exam nation did
not evaluate individual provider performance or
identify providers who performed better or worse
t han ot hers, rather, the Attorney General's
Office, which I will refer to as the AGO, exam ned
the role of quality in the current health care
system and in particular how commercial health
pl ans define and measure quality of care and how
they use quality information as they contract with
providers.

Through this exam nation the AGO obtai ned
extensive informati on on how Massachusetts health
pl ans rate the quality of providers. The AGO
exam ned to what extent the rate of quality of a
provi der determ ned the |evel of pavenments, in
ot her words, do health plans pay providers on the
basis of quality. The short answer to that
guestion is no.

| will briefly present the highlights of
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the AGO s findings on quality, the validity of the
AGO s approach and the conclusions that | draw
fromthem  The AGO obtained and reviewed numerous
quality metrics that assessed the performance of
hospitals and physician groups, including dozens
of measures applied to physician groups and
hospitals over several years.

Some applied to nearly all providers,
some applied to subsets, such as hospitals
perform ng cardiac procedures or to over twenty of
the | argest medi cal groups. By using the civil
investigative demands, the AGO obtained and
revi ewed hospital and physician group information,
data and reports fromthe three |argest health
pl ans in Massachusetts and from a cross-section of
provi der organizations.

As part of the exam nation the AGO also
consi dered publicly available quality information
on hospital and physician groups. The information
produced by health plans shows that different
heal th plans use somewhat different quality
measures and aggregate quality measure information
in different ways.

Whi |l e each health plan takes a unique
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approach to eval uate provider quality, the major
pl ans generally select quality measures from
government and nonprofit organizations that are
wi dely used and accepted including the Center for
Medi care and Medicaid Services, CMS's, process of
care and patient experience measures, the Agency
for Health Care Research and Quality, AHRQ s
measures, NCQA's Health Care Effectiveness Data
and Information Set, HEDIS, and Massachusetts
Health Quality Partners, MHQP patient experience
measures as well as the Leapfrog Group Survey.

Il n exam ning the measures and met hods
used by health plans or providers, the AGO did not
attempt to reach any conclusions regarding the
accuracy, statistical significance or
appropriateness of those neasures and met hods,
rather, the AGO considered the quality measures
t hat health plans track and report to exam ne
whet her and how those neasures influence contract
negoti ations and to determ ne whether those
measures correlate positively to the prices paid
to health care provider, in other words, are
heal th plans paying nmore to providers who provide

hi gher quality care as nmeasured by the health

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

29
pl ans thenmsel ves.

The AGO s review of quality information
was qualitatively and quantitatively valid,
Through its review of both publicly avail abl e
information and privately held information
produced in response to CID' s, the AGO exam nati on
was conmprehensive in scope and appropriately
focused on the quality informati on and measures
t hat health plans and health providers thenselves
are tracking.

Those measures are wi dely used and
accepted within the industry. Based on ny review
of that extensive data collected by the AGO for
the period from 2004 to 2008 have several
opi ni ons.

First, health plans and providers pay
attention to and generally care about providing
gquality care and improving quality performance.
Next, the major plans generally select quality
measures from government and nonprofit
organi zations that are wi dely used and accept ed.

Despite some inportant variation,
Massachusetts hospitals and physician groups

perform well across nmost measures and are | argely
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clustered in a narrow to moderate range of
variability between them For exanmpl e, HEDI S
performance for twenty-six |arge groups was
clustered between a performance rate of 70 percent
to 80 percent from worst to best.

Put anot her way, the best HEDI S performer
was just 4 percent better than the average of the
groups. The patient experience scores were also
tightly clustered near the top end of the
performance range.

For cardiac procedures the state's
average nortality has fallen steadily and al
hospitals perform ng these procedures are
clustered closely together.

Last, the evidence shows that no provider
is consistently a top or bottom performer across
measures. There appear to be fewer measure
differences in quality from provider to provider
t han woul d be suggested by popul ar opinion or
perception.

Conparing price to quality, with this
information collected the AGO exam ned whet her the
significant pricing disparities it had found in

each major carrier's network could be expl ai ned by
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differences in quality. To do this the AGO
conpared the health plan quality data | just
described to price data using dozens of graphs an
compari sons to determ ne whether there was a
correlation between price paid and quality

measur ed.

These graphs include conparison of
physici an and hospital prices and paynments, excus
me, prices and payments to the insurers own
quality and mortality scores for these providers
as well as the publicly avail able CMS process and
agent's hearing scores.

The AGO | ooked to see if what the market
pl ayers thenmsel ves use as nmeasures of quality
drove their business in inmportant ways such as
negoti ati ng paynments. For exampl e, when a health
pl an chooses a particular measure of quality to
valuing its provider network, the AGO exam ned
whet her those same measures were correlated with
that plan's payments to providers.

If the market were indeed organized to
reward quality, we would expect to find a positiv
associ ati on between a payer's quality rating for

provider and the payment rate that the payer

31
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negoti ates with that provider.

The AGO s analysis shows that the wi de
variations in price we documented are not
expl ained by differences in quality of care. The
AGO found no correlation between price and quality
and certainly not the positive correlation between
price and quality we would hope to see in a val ue
based health care marKket.

For exanmple, the AGO exam ned the
relationship over three years between Blue Cross
and Bl ue Shield' s paynment rates and each
hospital's performance on the AHRQ measures which
Bl ue Cross Blue Shield uses to eval uate hospital
performance.

For that period of time the AGO found no
positive correlation between hospital performance
on AHRQ neasures and their rate of payment. There
were many exanmpl es of higher perform ng hospitals
being paid |l ess than | ower perform ng ones.

There was no evidence that Blue Cross
Bl ue Shield paid hospitals based on how they
performed under the quality measures that Bl ue
Cross Blue Shield used to track hospital

performance.
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Simlar results were found with Harvard
Pilgrimand Tufts Health Plan data. Based on the
data provided by these health plans, the AGO found
t hat hospital payment disparities are clearly
unrelated to the quality of care as neasured by
t he plans and by CMS.

The exam nation showed the same results
on the physician side, for example, Tufts Health
Pl an physician group data clearly showed no
relati onship between quality and payment as well.

For Blue Cross Blue Shield there was a
moderate correlation between price and the HEDI S
measures used to assess physician groups and that
was the only exanmple we found in the many
compari sons where there was at | east sonme
correlation, but there was no correlation for Blue
Cross between its price and the results on patient
experience data either for children or for adults.

To summari ze, for both hospitals and
physicians the AGO found no correlation between
payments by health plans and the measured quality
of care. In addition to thoroughly considering
quality information and data, the AGO al so

exam ned senior physicians and quality experts
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fromthe health plans and health providers who
concurred that there is no material difference in
measur able quality in Massachusetts hospitals or
physicians that would explain the price
differences in the market.

Concl usions, overall the quality of
Massachusetts providers is generally good.
Consumers should feel confident that the
Comonweal th offers many quality providers,
hospital s and physician groups all across the
st at e.

The differences in prices paid by the
maj or Massachusetts health plans were not
justified by demonstrable differences in quality.
The evidence points frankly to an inconsistency in
t he market.

That is despite the apparent broad
acceptance that quality is critically important
and should drive the behavior of payers and
providers, in reality quality measurement plays
almost no role in the prices paid in the
Massachusetts health care marketpl ace.

| believe we must nove towards a nore

val ue based market where the quality delivered to
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patients becomes a key driver of payment rates.
To get there the market be would benefit from 1,
movement to uniform standards for measuring
quality, 2, much nore extensive public reporting
of quality and cost information, and 3, provider
contracts paying for quality to a degree far
beyond current practice.

Thank you very much for the opportunity
to present these findings, | hope to be able to
t ake some questions afterwards.

MS. JOHNSON: Now Bel a Gor man, an
actuary and principal of Gorman Actuarial wll
present. She's a fellow of the Society of
Actuaries and an experienced consultant to
government and the insurance industry.

MS. GORMAN: Thank you, Lois. Good
afternoon, ny nane is Bela Gorman and |I'ma fell ow
of the Society of Actuaries and a nmenmber of the
Ameri can Acadeny of Actuaries, and as Lois has
stated |'ve been a principal of Gorman Actuari al
over the past five years.

| have been assisting state governments
with analyzing the inmpact of health care reform

policies to the insured market. ' ve also

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

36
assisted various carriers in pricing and financi al
forecasting.

Prior to that from 1999 to 2004 | was the
director of actuarial services at Harvard Pilgrim
Heal th Care responsible for pricing and financial
forecasting and |'ve held other actuarial and
underwriting positions with various insurance
carriers in Massachusetts.

| ' m pleased to testify today about ny
work on the AGO exam nation of health care cost
trends and cost drivers. As you've heard this
afternoon, the AGO found that the price increases
paid by health plans have a significant impact on
overall health cost trend.

| will focus nmy remarks today on the role
of price as a cost driver and will discuss the
financial nmeasures the AGO used to analyze the
health care market and the inmportance of accurate
standard measures to track health care costs.

As part of this exam nation the AGO
revi ewed four financial measures, pricing payment
relativity, total medical expense which I wil
call TME, hospital unit cost and medical clains

trends.
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So, the first financial nmeasure | wil
di scuss is price and paynent relativity. By using
civil investigative demands the AGO obtai ned
detailed information fromthe major health
i nsurance carriers on relative pricing for the
Massachusetts hospitals and affiliated physician
organi zations in each plan's network.

The AGO reviewed relative pricing at the
aggregate rather than at the specific procedure
| evel . I n other words, the AGO conpared relative
pricing for all services a hospital would provide
rather than just one service.

| believe this approach nmore accurately
reflects the way health plans and providers
negotiate set price and resulted in valid
compari sons anong providers.

The AGO obtained relative pricing
information in two different measures, price
relativities and payment relativities. These
different methods are both valid approaches in
comparing relative prices by health plans to
hospitals and physician groups and are well
accepted measures regularly used in the industry.

| do caution, however, that because the
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relativities are carrier specific and use
different methods, the data should not be used to
conmpare a cross carrier or to determ ne whet her
one health plan pays a provider nmore or |ess than
anot her health plan.

That said, the relativities of cross
carriers are directionally consistent and we
wi t nessed why price variations in each carrier's
net wor k.

The next financial measure analyzed was
total medical expense or TME which is a measure
for physician groups. In sinple terms TME is the
medi cal cost or spent per patient. Each health
plan cal cul ates TME by summ ng annual member
medi cal expenses for physician organizations and
dividing it by total nmenmbers present each nmonth in
t hat year. Members are assigned to a physician
organi zation through their primary care physician.

TME i ncludes all of the medi cal expenses
associated with a nmember regardl ess of where
services are rendered including physician visits,
hospital services, pharmacy, |ab, behavioral
heal th and other services. TME reflects the

vol ume of services used by each menber utilization
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and the price paid for each service unit price.

The TME produced to the AGO by health
pl ans was health status adjusted to account for
t he demographics and health status of the
popul ation cared for by each provider system

Thi s enabl ed conparison of relative
spendi ng per patient and insured that systens
caring for sicker populations will not
i naccurately appear as higher spending systens.

Since TME is health status adjusted and
includes all medical services it is a great
measure of efficiency. A lower TME will reflect
| ower utilization and/ or |ower prices.

TME is the only financial measure that
reports on all services provided to a menber and
boils it down to one number that can be conpared
across physician groups. Through the AGO s
exam nation it was discovered that the health
carriers review this information but not routinely
given to providers so they can monitor their own
performance.

The AGO al so received information that
sonme health plans and physician groups review MR

as a measure of efficiency. MLR, or medical | oss
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ratio, is the ratio of total medical expense to
prem um per menber per nmonth. In my opinion MLR
is not a true measure of efficiency because it is
not appropriate to conpare physician group
spending to a prem um where the premumis not
within the control of the physician group.

TME is a well accepted measure of cost
and efficiency that is regularly used in the
i ndustry and | believe that public disclosure of
health care adjusted TME would help providers and
health plans to conpare and address differences in
relative efficiency.

However, there are sonme issues to be
addr essed. First, TME is nore accurate for |arger
popul ati ons where the average TME is | ess
susceptible to random i ncreases or decreases that
could result in a small popul ation.

Changes would need to be developed to
address this year to year volatility for TME for
smal | er physician groups such as adjusting the TME
for large loss claim much |ike what we do for
smal | empl oyer groups when setting prem uns.

Second, TME is difficult to track for

products that do not have a primary care physician
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requirenment. One option is to explore the
possibility of developing attribution methods so
t hat we can track TME for non HMO products.

The AGO al so reviewed hospital units
cost . Using publicly available data fromthe
Di vision of Health Care Finance and Policy, the
AGO cal cul ated costs per case m x adjusted
adm ssions for each hospital in the state. This
is a widely accepted nmetric in the industry.

The AGO found variation in unit cost
across hospitals. There is |imted information
avai |l abl e on hospital costs. Many hospitals do
not even have cost accounting systens.

Mor eover, the 403 data that DHCFP gat hers
each year is not used meaningfully by the
hospi tals. | believe that better analysis can be
performed if standard hospital unit cost
informati on were measured and publicly reported.

In order to understand cost growth the
AGO exam ned the underlying factors that
contribute to overall increases in health costs by
reviewi ng medi cal trend dat a. Al'l three health
pl ans provided medical trend data and the AGO

considered and relied on the industry analyses.
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Trend analysis is a key function for any
pricing actuary and it is routinely performed to
ensure that prem unms are set appropriately. The
maj or components of medical trend are utilization,
unit price, mx of services and provider m Xx.

The unit price component is the trend in
the pure price of a service. Utilization is the
trend in the nunber of services being provided,
for example, if nore office visits are being
provided this would be a utilization trend.

Utilization trend will reflect the aging
of a popul ation and change in the health status of
a popul ati on. M x of services is a conmponent of
trend where the intensity of services being
provided is increasing, and finally, provider mx
represents a shift of services from | ower cost
settings to higher cost settings.

Heal th plans track and report the
conponents of trends differently. VWhile there are
some differences, data fromthe three | argest
heal th plans show that unit price increases are a
maj or contributor of increases in medical trends
in the Massachusetts health marketpl ace over the

| ast few years.

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

43

For some health plans the information
produced shows that price contributes as nuch as
70 to 90 percent to medical trends for those plans
over the past few years.

Anot her plan shows price contributing
over 50 percent to medical trend while change in
provider m x contri butes approximtely 20 percent
to overall cost growth.

| believe that these findings are
consistent with the conclusion in its prelimnary
report that price increases were the major driver
of growth in spending for nmost health care
services.

In my opinion, price is a significant
driver of cost trend and needs to be addressed in
any policy solution designed to contain health
care cost growth. Efforts to address utilization
are important but unless price trends are
m tigated, cost containment efforts will not have
meani ngful i nmpact on overall trends.

The AGO al so reviewed hospital discharge
data for adults from 2005 through 2008 and found
t hat nore expensive providers are gaining volune

whil e | ess expensive providers are | osing vol une.
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This is the provider m x conponent of trend. As
hospitals with higher prices attract nore
patients, overall health care costs go up because
patients are receiving the sane service at a
hi gher price.

It is my opinion that as market share or
footprints increased for nore expensive providers,
cost to the health care system increased overall.
This impacted medical trend and prem um

In closing, | would Iike to highlight the
i mportance of accurate and reliable data to
conpare and track health care costs and delivery.
The AGO received a wealth of information fromthe
maj or health plans in the state.

| know it was a huge undertaking to pul
all this information together. | comend the
heal th plans for providing this information. I
think we can use the price and payment data and
ot her information to devel op appropriate cost
cont ai nment sol utions.

The AGO s anal ysis was valid and
reasonably relied on the financial information
produced by health plans and health providers.

Based on the AGO s analysis and ny own experience,
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| believe that the system now mai ntains accurate
and reliable information on price, paynment and
total medical expenses that should be consi dered
to conpare cost and delivery system efficiency.

Based on the AGO s analysis and ny own
experience | believe that the public reporting of
hospital unit cost information should be inmproved
and standardi zed to allow better conparison of
hospital cost information. Thank you.

MS. COAKLEY: Thank you, Lois and
Dr. Freedman and Bela for that information. W do
have reports, | knowit's a |ot of dense
information and | know it was hard to see sone of
those small names up there, but it's all in the
report that will be avail able either copies here
or on our web site. Very quickly in conclusion we
have a couple of questions, and David, give ne the
el bow to sit down.

MR. MORALES: Yes.

MS. COAKLEY: We believe that these
findings are crucial as a starting point at this
stage to start to talk about where we go next in
terms of cost containment solutions but we believe

t hat we can devel op those sol utions.
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| think there is excellent news in these
reports on quality and the quality of health care
in Massachusetts. | think that it is a positive
| aunchi ng point.

As | said earlier, to go forward noting
t hat we provided for access, we have quality, we
just need to figure out the cost of these and it
is, this information is critical to include in the
mar ket pl ace.

| think that we found that metrics |iKke
using the total medical expenses can be used to
track provider efficiency which is going to be one
of the things we need to | ook at and that further
uni form quality metrics will help enmployers and
consumers to choose benefit designs and providers
in a way that they haven't had that option before,
it's an inmportant step forward.

| want to make it clear that this report
does not point to a single or sinmple solutions.
| ndeed, we're not really focusing on solutions in
this report yet.

We think that again, this is not going to
be easy to do but we believe that we have sone

policy recommendati ons going forward that | think
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Based upon our review and anal ysis the
foll owing recommendations we think will pronmote
the goals of |I think everybody in this room and
everybody in this Comobnwealth wants to achieve,
t hat we encourage a transparency of price and
quality information and provide for future
standardi zati on of price and quality measurenments
to give consumers, both the individual consumers
and empl oyers who are purchasing this in ways to
start to measure what they're buying.

We need to mtigate market disfunction
and pronmote prices that will better correlate to
val ue such as higher quality of more conmpl ex
services required. W want to pronote prudent
purchasi ng through insurance product design,

deci si on maki ng tools and educati on of consumers,

47

and finally, we want to work to reform contracting

practices that reinforce and perpetuate some of

the disparities that we've outlined in the current

mar ket and create the market disfunction.
For example, and this is explained
further in the report, parity provisions,

suppl ement al paynments, restricting provider
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partici pation clauses and unfair use of growth
caps, all of which we believe do not enhance
either a transparent market or the ability of the
consumer to make good deci sions.

As | said earlier, we |ook forward to
wor king with you, Conm ssioner Morales, with the
| egi slature, with the Patrick adm nistration, with
our health care providers, hospitals, businesses,
muni ci palities, consumers in making sure that we
move forward in cost containment and continue to
provide for access and quality.

| do have two quick questions here, one
is not so quick a question but has a quick answer
for me, Len, in order to create countervailing
mar ket power, Len Nichols suggested payers
coll aborate in a variety of ways including sharing
payment information and incentives.

He said this would require both creative
state antitrust people, unquote. Would your
office be willing to work with health plans to
identify areas where coll aboration rather than
conpetition would be nmore effective in controlling
medi cal costs and then structuring ways to

encourage themto allow that coll aboration.
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The short answer of course is yes, so,
that's the shortest answer you'll ever get from me
probably, but I will say that these issues around
antitrust and coll aboration have come up as we
worked with Dr. Bigby and we will continue to put
our efforts into that because we think it is an
i mportant place to go, so, | appreciate that
gquesti on.

The second question is what |egal tools
does the AG have to correct this problem outlined
in our presentation. The short answer is |'m not
going to answer that now, so, that's a quick
answer, but part of what we wanted to do as we've
gone through this is take this in the |ogical
steps which is make sure that we have this
information right as when we issued our
prelimnary report, and with this report we
wel come criticismof it or concerns or issues that
you may have with it.

| f we agree going forward that it is the
proper at |east outline for the slides that we
| ooked at, that it's correct and accurate in that
respect, then we will now refer back to this

guestion, | ook at what tools we have in our
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arsenal but some may have to cone fromthe
| egi sl ature and some may require regul ation, but |
think our first step is to make sure we have this
right and see what goals we have going forward and
what we can acconmplish with everybody at the table
and we are commtted to making that happen.

So, unless there are any other questions,
we have probably one or two nmore m nutes. Seei ng
none, | want to thank our panel again for the
enor mous ampunt of work that our office did and
for our experts and thank you.

(The audi ence appl auded.)

MR. MORALES: Thank you, Attorney
Gener al Coakl ey. A very, very, very hel pful and
useful presentation. At this tinme I'd |ike to
call to the podium and to the panel Wayne Burton,
the president of North Shore Community Coll ege
will who will moderate the enmpl oyer panel.

|'d also like to call to the head table
M chael W dmer fromthe Mass. Taxpayers
Foundation, Delia Vetter from EMC Cor poration,
Frank Romano, Essex Managenment Group, Peter
Mongeau, |'m probably getting that wrong, Peter,

from Hancock Fi nanci al Services, Eric M chel son of
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M chel son's Shoes, and Al an MacDonald fromthe
Busi ness Roundt abl e.

| ook forward to a robust discussion
now, not only to hear fromthe enployers about
what they're experiencing relative to health care
costs but also some of the issues that and
initiatives they have undertaken to address sonme

of those health care cost increases, so, Wayne,

t hank you.

MR. BURTON: Thank you, Conm ssi oner
Morales, it's a pleasure to be here. | am Wayne
Burton, | am the chair of the North Shore Chamber

t he past two years.

The North Shore Chamber is the third
| argest in the state with over 1,600 nembers, and
| can tell you to set the stage that all 1,600
told me | ast year that the cost of health care is
the most significant inhibitor in business
recovery and expansion that they face.

| also want to thank Governor Patrick for
meeting with the heads of all the chambers
frequently on this issue, Representative Stanley,
t he Chairman of the Commttee for her interest,

and every night | kneel beside my bed and say |
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have 700 enmpl oyees enmpl oyed by G C which pays
$12, 000, half of what small business pay for their
i nsurance.

| will ask the panel to speak clearly for
our stenographer today, she is taking verbatim
testinony. What we're going to do is after
presentations, |I'm going to ask sonme questions of
the panel, we'll take some questions fromthe
audi ence but they're going to be in witing to the
staff.

Wth that, it's nmy pleasure to introduce
Pet er Mongeau, vice president HR Shared Services
John Hancock Financial Services, Peter.

MR. MONGEAU: Thank you, nmy nane is
Peter Mongeau, |'m vice president of human
resources for John Hancock Financial Services and
' m responsi ble for our enployee conpensation and
benefit prograns.

John Hancock is a financial services
company with approximtely 5,500 enpl oyees
nationally and 4,000 enpl oyees in Massachusetts.
Qur projected 2010 medi cal plans spent for our
current enpl oyees including enployee cost sharing

is approximately 47 mllion dollars of which nmore
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than 70 percent or roughly 33 mllion dollars is
spent in Massachusetts.

We manage another 50 mllion dollars for
retiring medical benefits. Our medical plan
i ncreases on a weighted average basis have been in
the roughly 6 percent range for the past two
years.

On a relative basis, this is better than
certain benchmarks; however, this rate of increase
is greater than nost of our other operating costs
maki ng it not acceptable in the long termto our
policyhol ders or sharehol ders.

We attribute our results to two
overarching strategies, one, collaboration and
partnership with our health plans to invest in and
i mprove wor kforce health and productivity.

Two, treatment and engagenent of our
enpl oyees as consumers where choice and buyer
informati on or transparency is inmportant given the
diversity of our workforce. l'd like to share
with you an exanple of each strategy.

We have had what is referred to as a sole
source partnership with Harvard Pilgrim Health

Care for the past seven years. Our approach is
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t hat John Hancock and Harvard Pilgrimteam up to
pil ot health and productivity initiatives and to
capitalize on those that produce results that then
John Hancock continues to | everage and Harvard
Pilgrim has the option to integrate into an
overall product offering.

One successful pilot and continued
i nvestment we make is in our healthy insurance
program, which is a cardiovascular risk reduction
assessnment and counseling service. Heal t hy
returns has garnered medi cal savings of $110 per
participating member per year.

These results have come from high
expectations and high performance on the part of
both John Hancock and Harvard Pilgrim and nost
not ably not through hammering away at rate
i ncreases during annual renewals.

Col | aboration by health care stakehol ders
wor ks and helps to get at drivers of health care
costs. Wth respect to seeing our enployees as
consumers, this helps to ensure we offer
meani ngful choices in levels of coverage where
empl oyees own and quite frankly pay for their

deci si ons.
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For example, if enployees choose
nongeneri c prescription drugs, they pay 20 percent
coi nsurance of the drug's price versus a copaynent
whi ch caps their expenses. John Hancock was
willing to adopt coinsurance for nongeneric
prescription drugs as are only 20 percent of other
Massachusetts enpl oyers because information is
readily avail able on drug efficacy and the dial og
about drug options is one that is |less conplex for
empl oyee consumers to have with their physicians
and pharmaci sts.

We intend to continue on this path but we
wi || pace ourselves based on the availability and
useful ness of sound and trusted health care
consumer information and pricing transparency.

Choice is key to driving cost savings.

We do not seek to limt options, only to have
enpl oyees be educated consumers and account abl e
for their health care consunmer deci sions.

Wth that we think market forces wil
come to bear where inmproved value and | ower cost
is sought which will help drive efficiencies and
i mprove health care outcones.

On behalf of John Hancock | appreciate
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this opportunity to share some of our experiences
in managi ng our challenging health care costs,

t hank you.

MR. BURTON: Thank you. Next up Eric
M chel son of M chel son's Shoes, Eric.

MR. M CHELSON: Thank you, |I'm Eric
M chel son of M chel son's Shoes, and we operate two
full service famly shoe stores in Lexington
center and Needham center.

We empl oy twenty-four people ages
seventeen to eighty-seven, many of them have been
with us for over ten years, sonme for over thirty
and in return for that loyalty and dedi cati on we
pay a hundred percent of our enployee's health
I nsurance prem ums.

We have two problens with health
I nsurance, our premunms are huge conpared to
| arger organi zations and our annual renewal
i ncreases are staggering. W' ve been quoted a
33 percent increase in our April 2010 renewal.
When that occurs our premums will have risen over
75 percent since 2004 and our insured annual
out - of - pocket costs substantially increased al so.

Currently twenty-one of my twenty-four
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enpl oyees are eligible for coverage, we cover
fourteen of them and the average age of our group
is fifty-eight and a half years. Qur insurance is
a Blue Cross product called HMO Bl ue Deducti bl e,
which is a $500 individual, $1,000 famly
deducti ble. Prior to that we used a traditional
HMO product and paid a hundred percent of the
prem ums.

In April 2009 we switched to a deductible
product because of better rates and we conti nued
our comm tnment to our loyal staff by funding a
hundred percent of the deductible. Annual
premums for a famly plan is currently $19,618
and will rise to $26, 080.

Now a conparison, a forty-nine-year-old
person can purchase an identical Blue Cross plan
directly for $20, 436. In addition, | have
experience as serving on the Town of Lexington's
Cor poration Commttee and one of our areas of
research has been health insurance costs, and |I'm
comparing 2008 rates here but our business rates
in that year were $23,210 for a famly plan while
the Town of Lexington covered the same famly

pl an, same type of coverage for $17,441 and the
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state GI C was at 13, 584.

My rates also have to be | ooked at in
cost per hour per enployee basis. Since the
maj ority of our enmployees are couples on famly
pl ans, the deductibles and prem um costs for us
run from $8, $8.58 an hour to $13.02 an hour,
that's on top of the salaries, an additional 12 to
42 percent increase in conpensation.

This obviously will hinder ny ability to
hire new enpl oyees. |'m forced to make offers to
new hires based upon total conpensation and
offering |l ower salaries in order to offset these
prem ums. My best offers remain thousands of
dollars less in salaries than you get from a major
chain store.

Fi ndi ng more affordable coverage consunmes
dozens of hours that could be better used by
runni ng our business. W even | ooked into
products offered through the Connector, but their
i mproved pricing masks the highly limted networks
t hese pl ans use.

We have also used every tactic possible.
We have changed carriers to get new customer

i ncentives, we've increased copays and we've gone
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to deducti bl e plans. Mass Health Care Reform
enacted in 2006 was supposed to favorably affect
rates due to universal enrollnment but instead of
premumrelief, we saw in 2008 renewal rates junp
25 percent and we had thought that we had seen the
wor st .

Last year the industry saw a deductible
policy designed to save noney by making consumers
out of all of us. While we saved nmoney in year
one, year two brings on prem um increases that
total nore than the salary of another enployee.

"' m unable in this econom c environnent
to even begin to comprehend how |I'm supposed to
absorb this cost to nmy business.

There are at |east two bills working
their way to the State House, House 4452 seeks to
create an affordable health care plan and that is
ultimately its downsi de.

The | egislation favored by the health
insurers create only one affordable option, a |l ow
prem um high out-of-pocket broad type plan that
is inappropriate for mddle to ol der age people, a
plan I would not want my famly or nmy enployees to

have.
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House 3452 and Senate 446 takes a nore
effective approach to obtaining relief by allow ng
smal | businesses to join together to purchase
i nsurance froma | arger group, G C styled
insurance for small businesses that would offer
mul tiple options, level the playing field between
| arge corporations and small businesses.

It costs no nore for the insurance
company to pay for nmy enployee to receive health
care than an enployee in a |large corporation or a
city or state enployee or retiree, yet ny
enpl oyees are suffering because | |ack the buying
power to get them a fair deal.

In order to remain conpetitive and become
the edge that drives the state's economc
recovery, small businesses need across the board
equity. Once our costs are the same as those
| arge enpl oyers, a way has to be found to control
and justify the double digit increases in annual
prem ums which is becom ng the norm and not the
exception, thank you.

MR. BURTON: Thank you. Next 1is
M chael W dner, president of the Massachusetts

Taxpayers Foundati on, M chael.
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MR. W DMER: Thank you, thank you for
inviting me. As president of Massachusetts
Taxpayers Foundation since 1992 |'ve been involved
in a wide range of health care issues in
Massachusetts, before that actually | was head of
human resources for a major corporation in which
obvi ously one of ny responsibilities was health
care.

| want to issue, or not issue, comment on
with a voice of caution. | absolutely agree that
there is a cost to inaction in the Commonwealth in
terms of the escalating cost of health care, at
the same time there clearly is a cost to m sgui ded
and precipitous action, so, | think the collective
responsibility we have is to steer our way through
t hose two polls.

Let me touch on three points that were in
the, of all of the fantastic work done here by the
Di vision, but first to underscore the obvious, the
very first paragraph, health care is the state's
top industry, the |argest enployer, Conmmonweal th
Fund ranks Massachusetts first in terns of access
to care, seventh overall in the state score card,

Massachusetts hospitals are often cited as anong
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the best in the nation in ternms of quality and
health care services provided, Massachusetts
health insurers are consistently rated among the
top ten best plans in each category nationw de, we
all know that but it's not guaranteed so | just
wanted to mention that first.

Secondly, a very interesting statistic
here on page 7, nanely that comparing
Massachusetts to other states on per capita health
spent as a percent of gross state product,
Comonweal th ranks near the mddle, 13.3 percent,
interesting, near the m ddle and that adjusts for
the wealth of the population which is I think a
fair measurement.

Again, not to say we don't have a problem
on health cost but | think that is an inmportant
fact. Thirdly, if we |look at the npbst recent
data, and this has probably changed since but |
think it's nonetheless important, from 2007 to
2008 the adjusted growth in small group prem unms
grew 5.8 percent, mdsize 4.8, |arge group 5.4,
yes, a larger increase for the small group market
but not a dramatically larger increase. Again,

those are | think factors that one needs to keep
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in mnd.

Let's |l ook at the legislation and the
potential |egislative action in 2010, particularly
focused on the area of small business and | agree,
we do need to do sonething but again a bal ance.
There are a number of options, a previous speaker
al ready tal ked about some of them but ideas about
[imted network, offering, requiring small
busi nesses to have a |limted network option, a
sem annual enroll ment period, the noratorium on
t he enactnment of new mandates, these and other
areas | think conformthe core of legislation this
year that will be helpful to small businesses in
the short term at the same time not have the kind
of unfortunate uni ntended consequences of sonme
ot her proposals.

' m particularly concerned about the
proposal from the Governor to have a cap on
i nsurance premuns effective April 1. | don't
think price controls over the years have been
shown to be effective in addressing the underlying
system and probl ens.

This is a particularly onerous version of

that to jump into the market at this |ate date and
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to establish arbitrary prem um caps, | think you
wi Il have all sorts of unintended negative
consequences, exacerbate many of the problems and
not deal with the underlying causes.

Two final conmments, one is one of the
probl ems we have here that needs to be addressed
or at least raised and that is through every
fiscal crisis, one of the ways we deal with a
Medi cai d probl em because it's such a |l arge part of
the state budget and it grows as health care costs
grow of course is that we cut paynments to
providers.

So, we have done that two, three, four
times already and this will continue | wil
predict in the ongoing fiscal crisis which |asts
at | east through fiscal 2012, so, therefore, we're
under payi ng providers for the cost of public care
that we ask them to provide.

That obvi ously puts pressure on the
private side. Now, it's not one to one, there's a
del ay, but nonethel ess one of the issues we need
to collectively face is if we underpay on the
public side, there is a consequence to the private

si de.
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Finally, 1'"lIl close on a separate issue
but absolutely critical and that is the soaring
cost of municipal health care which is priced from
muni ci pal finances and it's been seen in that
context, but | would urge us selectively to see
that problem in the context of escalating health
care costs for a major fraction of our popul ation.

There are tens of thousands of | ocal
empl oyees and retirees that are seeing huge
i ncreases year to year largely because it's
i mpossi ble for local officials through the
collective bargaining process to manage those
costs.

One sinple proposal which we strongly
favor is to take the powers, give the | ocal
officials the powers of our health plan design
outside of collective bargaining, the same powers
the GIC enjoys for state enployees and retirees.

We have docunented that that would save
an enormous sum for nmunicipalities and would help
bring down the overall rate of health care costs
in the Comonweal th, thank you.

MR. BURTON: Thank you. Next Frank

Romano, chief executive officer of Essex Health
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Care, Frank.

MR. ROMANO: Thank you, 1'll |eave ny
testimony for you and just have a few comments off
the cuff if | could. The first thing |I want to
tell you is I'm not an expert, so, | am nothing
but an entrepreneur that started a conpany
thirty-seven years ago after |eaving |IBM and we
provide health care to seniors in Massachusetts.

' m not sure that we're going to make the
next five years if we cannot do somet hing about
i ncreasing health care costs for our enployees.
That is clearly the struggle we're dealing with
and | certainly enmpathize with nmy coll eague to ny
left in trying to find affordable health care.

It's amazing to me that some of the
issues that | see that we now have 97 percent of
our enpl oyees insured, which is just wonderful,
the trouble is we became self-insured three years
ago in an attenmpt to reduce our costs from
twenty-five years of Blue Cross Blue Shield and
for a while things were | ooking good and then al
of a sudden this |ast year our prem ums went up
25 percent, so, we began to sit down and say what

is going wong with our nunmbers, where are we off.
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Well, we found out that we exceed visits
to the ER, our enmployees do by 50 percent over the
nati onal average. Now, we came to the sinple
conclusion that there's just not enough primry
care physicians in Massachusetts with panels that
are open to take our enmployees, so, they still go
to the ER because now they have insurance.

We changed that this year by changing the
deducti ble. We made it nore expensive to go to
ER, much | ess expensive to go to the doctor and an
urgent care center, but it seenms to ne that the
par apr of essionals, the nurse practitioners would
move a | ong way to having access points to health
care in Massachusetts, and there was a recent
article, and | have copies for you, it says nurses
covering nore health care, it's about several
states that allow practitioners to actually wite
scripts, and I'm sure you're all aware of this,
but I think the nurse practitioner option to help
physicians would be a great way to reduce the ER
visits.

The ot her concern we have 50 percent of
all our femal e enployees did not get mammogr ams

even though we paid for it, so, | began to study
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our numbers and |'ve come to the final conclusion
we have to get nore enployee responsibility for
t he health care and to that | | ooked at life
i nsurance policies. If you're overweight, you pay
a premum if you snoke, you pay a bigger prem um,
if you ride a notorcycle, you pay another prem um,
so, it seems to nme until we get our enployees
actively involved in the cost of health care,
we're not going to get this ship turned around.

So, | absolutely know right now today if
you're a snoker and snmoke one pack a day, at about
8.50 a pack, it's $3,100 a year, it's a lot of
money, and | think the issue that we have to | ook
at is how do we notivate them and the only way |
know how to do it at this point is if you're
spendi ng nore money out of your own pocket for
your insurance, hopefully you'll begin to | ook at
stop snmoking, taking our cessation program going
on some of the meds that do help you break the
habit, but this is what we feel has to happen.

And then lastly, we have been working on
an innovative program at a |ocal hospital and our
building in MIford, Massachusetts, all of our

enpl oyees would go to the | ocal hospital at a
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capitated rate. W would bypass, we use Harvard
Pilgrimnow as a TPA, we woul d bypass Harvard
Pilgrim now and go direct.

Al'l our empl oyees have to use MIford
Hospital, have to use their medical group and al
the care would be provided by them and | would pay
the hospital so much per nonth, but certainly that
t akes one nore cost |evel out of what a TPA
charges us to manage our care.

The trouble is convincing the hospital
they won't get beat up in the capitative rate, and
| ' ve suggested we consider a reinsurance policy
and assess it every year but then we're both in
the same trap, they are trying to keep the cost
down, we're trying to keep the cost down, but
we're at that point.

| mean we are desperate trying to find
solutions to where we are and especially from
affordability and our enployees can't take another
hit. W can't go back to them next year and tel
themit's another 24 percent increase even though
we pay for a major portion of health insurance,
that 24 percent to themis a |large nunmber. Thank

you.
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MR. BURTON: Thank you, Frank. Al an
MacDonal d, executive director of the Massachusetts
Busi ness Roundt abl e.

MR. MacDONALD: Thank you. Cost
trends from the enmployer point of view, in the
earliest days when we got enployers fairly
i nvol ved, there's so much change in our lifetime,
certainly in nmy lifetime, it was not expensive to
enpl oyers necessarily in the 1950's and 60's.

It really was only 4 percent or so of the
gross domestic product that m ght have grown to
7 percent by the end of the 60's, but it was
passed through to the consumers, and we had a very
strong U.S. econony at that time buying a | ot of
U.S. products in the 1970's, and | say this having
wor ked for GE during the 70's and through the
80's, we saw a tremendous change in the econony
where the costs were not passed through to the
consumer because the consumer was buying Sweden,
Korea, Japan, the world, and at that time we
started on the enployer side to get very concerned
about the increases that we saw as the percentage
of the GDP grew to the point that it nmore than

doubl ed to where it was by the end of the 60's by
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the end of the century.

So, in the 1980's that's when the
enpl oyers in ny experience really got tuned in to
trying to manage the cost trend which as we know
is continuing, and to the earlier conments in a
2006 report we did at the Roundtable, we saw the
average famly of four health insurance policy to
be over $12,000 in 2005, which at that time was
about 13 plus percent of the median income in
Massachusetts which is a high income, but the
medi an inconme at that time was $90, 000 which is a
very high income but here was our health care
being 13 percent for the average famly of four
contract.

10 percent increases per year would get
that 20, 15 to $31,000 plus for the average health
care contract which would be even if we had
4 percent growth of income which we are not having
woul d be over 25 percent of the median income in
Massachusetts.

That's the trend |ine we see, so, what
were enmployers trying to do in the 80's and into
the 90's, it was managed care contracts. W found

that it was very successful to define a set group
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of providers and a set group of covered lives and
predict ahead of time actuarially what the
i keli hood of how many mamograms, how many
procedures would be done and pay upfront, very
simlar to the discussion now about gl obal
payment .

That wasn't universally popul ar as we
know and didn't pan out for the reason that even
enpl oyers in hel ping enmpl oyees push out of network
did go out of network and that caused us not to be
awar e of what the cost per procedure would be
because we couldn't guarantee any certain nunber
of procedures. That was an effort that was tried
and not successful for the long term

So, into the start of this decade we got
much more into consumer directed health plans. I
should say that part of what we tried in the 80's
was changing insurers. W would change, enployers
woul d every couple of years another insurer and it
gave us one or two years of savings versus the
prior year but it was not a long term sol ution.

Looking for the long term solution we
i ked the managed care, that didn't stick, so, we

have gone to what you just heard and wi |l hear
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more of is the consumer directed health plans,
whi ch work, really work to convince, to get the
enpl oyer enpl oyee relationship involved in a
mar ket related relationship so that the consumer,
t he enpl oyee woul d not have unnecessary health
costs, avoidable health costs, inappropriate
heal th costs.

When we say unnecessary, we mean those
t hat haven't proven to be of value necessarily but
a desire by the consumer because there isn't any
econom c i npact to make that choice, but there
woul d be a nmedical inmpact that would say if there
is no value, you shouldn't necessarily have to
make that choice, avoi dable by using well ness
programs or case managenment.

We found when we researched what hel ped
us the most at the start of this decade was good
case managenment of chronic illness so that people
who were the nost dependent on the health care
system could manage their diseases the best and
t hat had econom c positive inpact as well as
heal t h i nmpact.

| nappropriate to us would be the wrong

settings, a setting that didn't necessarily fit
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the procedure that's necessary or desired by the
enpl oyee consuner.

So, those three things are very inportant
in consumer directed health plans to involve the
consumer, the enployee in an awareness of the
econom ¢ i npact of the system and the correct use
of the system

So, that was a big move for us and we
have found as we were asked to testify today what
is nost successful, and it's those kinds of
approaches and it is true that a managed care
approach economcally is a very successful
approach for us and if it relates to the gl oba
payments of circunstances that we're dealing nore
of today, that may be something that we would find
to be very hel pful.

We did over the years see the utilization
of the system did cause us to see cost trends go
up, we did see that the technology in the system
did cause us to see the costs go up, but again,
with the right consumer directed health plans we
have found that that has hel ped us out in sone
control of the cost growth, some managenment of

cost growth.
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| would just say to what M ke W dnmer

said, and I'll close with this, that that part of
the cost trend to us is consumer behavior in a
positive or negative way, the system has caused us
to look at the trends as we've seen the trend in
the health care system grow as supply and demand
have both grown together over time, the system has
grown in subsidies of both private and public to
be a very expensive system where we try to do as
much as we can to each and every patient.

The difficulty as we've seen with the
inability of the public pay to support the system
because now the public pay as we know is nore than
half of the dollars into the system

We' ve built a very expensive system,
we're now trying to support it with Medicaid,

Medi care dollars and very difficult to do and
since we can't do it frankly in a very difficult
economc time, we need to |lean on the private side
more to support the whole system

So, it does require as we |look at that
trend for an ability for all parties to work
t ogether to see what we can do about redesigning

the system enough to measure up with consumer
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directed health plans. Thank you, M. Burton.

MR. BURTON: Thank you, Al an. Last
but certainly not |east, Delia Vetter, senior
director of benefits from EMC Corporation.

MS. VETTER: Thank you, it's a
pl easure to be here today, and EMC is a gl obal
enpl oyer enpl oyi ng over 40,000 enpl oyees on a
wor | dwi de basi s, about 22,000 in the U S. and
approximately 9,000 in Massachusetts.

Over the past eight years EMC has been on
a journey of health care cost contai nment and the
journey really enconpasses engagi ng the consumer
or the enployee and the famly menber, so, driving
partnership and health has been our notto at EMC
and integrating technology to drive consumer
behavi or has been a conponent of our journey.

Over the past eight years we have
| aunched a very sophisticated health education
program, health management, not health care
education program because we understand that
enpl oyees today understand the difference between
an HMO and a PPO.

Certainly it's about health managenment.

When we | ooked at our costs eight years ago, it

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

77
became clear that if we did nothing, our costs
woul d increase in five years, and we took that
responsibility very seriously because the costs
woul d i ncrease not only for EMC, the conpany, but
for enployees as well because as we all know,
enpl oyees share in the cost of health care.

And driving cost containment to EMC is
driving good health and hel pi ng enpl oyees and
famly menbers engage in healthy lifestyle
programs, so, at EMC we didn't take, we didn't
devel op the programs arbitrarily, we |ooked at
dat a.

In order to develop the right prograns
that are targeted and nmeani ngful to the
i ndi viduals so that the individual will engage,

t hey need the, the progranms need to be meani ngf ul
and | ooking at data on the aggregate we can
clearly see where the areas of need or of concern
are within our popul ation.

We devel oped progranms on a regul ar basis
and offer these prograns, health managenent
wor kshops to our enployees and fam|ly menbers on a
mont hly basis based on the trends that we see in

the data and we have very high engagenment in those
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types of prograns.

So, that's what | call the high touch of
our conponent of our strategy. Now, the high tech
conponent of our strategy is integrating
information to drive consunmer behavi or by
collecting information through a third party in a
dat a warehouse and providing our enpl oyees and
famly menbers with a personalized health portal,
that's personalized to the individual based on the
information, on the claims information that's
transmtted fromthe data warehouse to the health
port al .

That health portal then drives targeted
and meani ngful messages, | eads enpl oyees to
programs that are available at EMC and it also
provides a patient's safety component because
within the health portal there's a personal health
record that's collecting information or
utilization on prescription drugs that are being
purchased by the patient or by the consumer and it
al so, that type of health portal |ooks for drug
interactions and sends alerts to the individual if
there m ght be drug interactions.

So, it's also a patient safety portal as
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well and it hel ps enpl oyees | ook at the best
hospitals potentially for elective surgery based
on Leapfrog standards or quality outcomes, so, at
EMC providing or containing costs is about
managi ng health, not shifting costs to enpl oyees.

Over the past five years we have managed
our success of our programs in driving partnership
and health and from a cost contai nment
perspective, approximately 112 mllion dollars in
cost containment within a five-year period.

So, our trend, we're measuring our
success based on our trend, we are self-insured,
compared to the national average and on an average
cost per capita we would have cal culated 112
mllion dollars worth of cost containment. It's
never savings as you know because health care
costs continue to increase.

We have a very engaged popul ation, the
tools of the personal health record introduced in
2004, which EMC was the first enployer to
introduce a personal health record, and initially
| have to say that enmployees were a little nervous
about privacy but five years or six years |later we

have very good engagement .
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About 50 percent of enployees at EMC are
using the personal health record and our goal
t hrough marketing efforts is to get that to a
hundred percent. Our interactive health portal,
we have 90 percent participation in the health
portal and conpleting a health risk assessment is
more than just conpleting a health risk assessnment
and maybe getting a report that helps you identify
areas that you m ght need to focus on, it also
provides us with aggregate information to help us
better understand our popul ation on a very
proactive basis.

So, |l ooking at the popul ation very
proactively through the data on the health risk
assessnent, | ooking at areas of risk and al so
| ooking at the claim information on the
prospective basis to help us drive the right
prograns.

And one more point is that the
information that's collected and that's shared
with the interactive health portal, the
interactive health portal is popul ated based on
the information that's being, that's transmtted

from from the data warehouse, the cl ains
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i nformation.

So, at EMC we have high engagement
driving partnership and health, Health Link which
is our health portal is a household nanme, and
that's very inportant because as enployers many
times we roll out programs and we'll roll out
tools and they lay idle.

At EMC we're very active in managi ng and
empl oyees are very active in engaging. W have
hi gh satisfaction and we are according to
enpl oyees through a survey that we did through our
health care partner, Excellent, we are, EMC is a
trusted source for enployees.

So, employers have a very unique
opportunity to help drive good health in the
Commonweal t h of Massachusetts and within the
enpl oyer setting, using the right tools and the
right data to drive the right behaviors and the
ri ght engagenent, and ten years ago, twenty years
ago, enployers took a very passive approach in the
heal t h pl ans.

We really left it to the health plans to
manage cost and to manage health, but today it's a

new era and enployers need to be very actively
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involved in managing their cost because it is
their cost, whether it's paid through prem uns or
t hrough a self-insurance nodel, it's still the
empl oyer that's paying the majority of the cost,
so, the active involvement, collaboration and
coordi nati on nodels, all stakehol ders, that
i ncludes enpl oyers, the health plans and enpl oyees
we feel is what will drive health care and cost
contai nment and good health in the Comobnwealth.

Thank you for the opportunity to speak to
you today.

MR. BURTON: Thank you very nuch,

Del i a. My first question is | want to acknow edge
| drive onto the Maine Turnpike fromtime to time
to buy a shirt at LL Bean instead of the |local big
box store, |I'm curious under the assunption that
there is a correlation between cost and quality.

| was wondering if the panel nmembers
woul d react to the Attorney General's report in
this major finding that there is none in terns of
the way health care providers are paid.

As busi ness people does that surprise you
or how do you react to that, what forces it m ght

unl eash? Al an, you look |ike you have an answer.
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to me actually, there is different price itens fo
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r

everything on the market. What we had a hard tinme

doing is defining a market that differentiates th
product to go with the pricing differentials. I
mean there are price differentials in every
product .

We don't | ook at health care as a
commodity |like a box of Wheaties or whatever
that's going to be the sane everywhere you go,
it's going to depend on a number of things, the
| evel of expertise, the overhead and every ot her
thing that relates to an individual provider, but
the very transparency is the magic word but the
very awareness anmong the consum ng public of what
the differences in pricing and quality is what
we're trying to drive towards because that is a
very important thing.

MR. BURTON: M chael , would the
Taxpayers Foundati on be surprised to find out the
t axpayers are paying nore for a product that the
Attorney General doesn't feel is greater quality?

MR. W DMER: No, not at all, though

have not seen any evidence of that until the

e
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Attorney General's first-class analysis that laid
it out. | mean as Al an suggests, | nmean you've
got vast differences in price and quality in

al most all products so that's not surprising.

Mar ket | everage is part of what the
econom ¢ system is about whether we like it or no
like it, so, | think in this case we're not
tal ki ng about a product whether it's an option to
buy or not, we're talking about health care, so,
the seriousness of it is nmuch greater, and
t herefore, the question of how are we going to
address market disparities becones nore, nore
cruci al .

But | think it's very conplicated, the
thrust of ny earlier coments and | think we can
| egi slate the reduction of market disparities in
sinple fashion, and that's the Attorney General
has not recommended that and | think they
repeatedly say they're not recomendi ng that and
think that's inmportant because in this case |
think the quick fix will in fact make it worse.

MR. BURTON: | have a question for
Delia, managing health seens very inmportant to

EMC, how do you know if it is working and the

84

t

a
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correlating question is is percent of the parties
is down or is the average use down?

MS. VETTER: ' m sorry, what was the
| ast part?

MR. BURTON: The question after that
was is the percent of high users down or is
average use down?

MS. VETTER: Ri ght, so, the, we know
it's working I'lIl say probably in three different
ways, we're measuring our success again on the
average cost per capita of our trend versus the
national trend, that's one.

Two, we have sonme uni que prograns through
a partnership with Boston University School of
Medi ci ne, we |aunched a program called the DASH
program, which is a dietary approach to stop
hypertensi on.

It was actually a clinical study and our
enpl oyees, that was our very first program and
enpl oyees that participated in the programthat
were hypertensive and participated in the program
for two years and there was a clainms data that we
or actually an external party could track.

We saw a savings of nearly a thousand, a
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savings in cost containment, both together nearly
a thousand doll ars per individual that were in the
program, so, managi ng hypertension just through a
scientifically based nutritional program worked,
so, that's one metric.

Recently with the Centers for Connected
Health we | aunched another pilot program call ed
the Smart Beat program which was a renote patient
moni toring through a Bluetooth device, enployees
woul d take their blood pressure that were
hypertensive, there was a control group and
intervention group, 400 enpl oyees and those that
partici pated in the program and foll owed the
direction of the clinician we saw a drop in their
bl ood pressure, and when we | ooked at that
program we're still calculating the RO, but it
could be about $2 for every dollar spent.

So, those are the two programs that we
measure that weren't arbitrary that were actually
measured with data and then our trend.

MR. BURTON: Thank you. Getting back
to the previous question, if there is no
correlation between cost and quality what

moti vati on does an organi zation have to inprove
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quality? Alan, would you like to?
MR. MacDONALD: Well, I, the
moti vation and patient safety and reputation of
the provider for sure, but | think quality is
going to be related to cost and that's what we'd
like to get to.

You know, we | ook at any provider and
there are no two that are identical, so, every
provi der needs to reach their overhead of what
t hey're providing.

They may have a different conbination of
procedures A, B and C conpared to sonebody el se,
it's also got to get to their overhead, so, we do
see as in every other market there are going to be
differences in prices but they should very well
relate to quality for sure.

So, | think fromthe provider point of
view they nmust in their mnd relate to quality but
to the consumer they're going to relate to
quality, convenience and other things that is true

in other markets.

MR. BURTON: We' |l have to invent a
new system the DOM, we'll call it
T | everage -- okay.
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MR. W DMER: May | ask?

MR. BURTON: Sur e.

MR. W DMER: Add sonething, | think
across this state whether you | ook at insurers,
provi ders, enployers, consunmers, there is an
enormous collective investment and focus on
i mproving the quality of health care in this
st at e.

So, | just want to and everybody in this
room, al most everybody in this roomis involved in
one such effort or another, so, | don't want any
suggestion that somehow quality is dimnished in
terms of the reality of what's happening in this
state and the extraordinary focus on that among
all parties.

MR. BURTON: | think it's inmportant
to note that the Attorney General very clearly,
the quality is high across the board, she was very
cl ear about that but this is an interesting, |
do -- Frank.

MR. ROMANQC: Question, the Attorney
General gave us the raw data, |I'minterested in
what consunmers perceive, do they perceive that

community based hospitals and hospitals in general
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have better health care, has anyone done that
study to | ook at what consumers' perception is of
quality of care? |'d be curious to see what that
data that came up that correl ated against your
hard dat a.

MS. COAKLEY: We haven't done that
st udy.

MR. BURTON: If there is no
correlation between price cost and quality what
are we paying for? Maybe have Frank or Eric.

MR. M CHELSON: | mean what | took

89

away fromthe Attorney General's talk was that the

same falls on us as falls the providers, it all
comes down to | everage.

| see firsthand what the |ack of |everag
costs ny business every year in both the baseline
prem ums and the growth rate of the prem uns and
just feel that, you know, |I'm not providing ny
enpl oyees what best they can get because | don't
have that buying power.

MR. BURTON: | "' m curious, Peter, you

have tremendous market | everage as one of the

| argest insurance conmpani es, do you have the sanme

e
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| everage in the health care market when you go out

to purchase?

MR. MONGEAU: | think our success
isn't so nmuch a result of our size, | think it is
a result of what | shared in my coments, that we

have a focus and a coll aborative focus with the
health plans and | ooking at pilot, pilot prograns
and testing themto see whether they have an

i mpact on our enployee health and productivity and
then continuing with those, and | think it's that
spirit of partnership that has been nore
successful than the fact that we're a | arge

enpl oyer in the state.

MR. BURTON: Any further thoughts on
what you've heard?

THE AUDI ENCE: | just have one
guestion, you said you have 40,000 enpl oyees and |
assume some of them are in other countries.

MS. VETTER: Yes.

THE AUDI ENCE: | s there any comment
you would make about your program with those
purchasi ng health care in other countries and how
t hat, you know, how those systens are used, you

know, what, what those enpl oyees, how they respond
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to them and is there anything that sheds any |i ght
on what happens, what's the difference between
there or any of them and us?

MS. VETTER: Yes, that's a good
guestion, so, we focused over the past eight
years, really focused in the U S. because abroad
as you know it's so, it's so difficult all of the
different | aws and regul ations and so forth and we
do have a very high popul ati on abroad, but | wl
say this, Canada is our next target.

In the U. S. once we've stabilized the
enpl oyee population in the U S. and the cost
containment, we'll move to Canada and al so
internationally.

We had ot her enpl oyees that, we all share
the same E-mails and oftentinmes we'll advertise or
mar ket heal th management progranms or we'll talk
about PHR and an enpl oyee from Sweden, this was a
true story, was visiting and said hey, how cone |
don't have that.

So, they're starting to think about
different tools and different prograns, so,
eventually over the next maybe five to eight years

we'd |ike to expand abroad, but again it's a bit
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more difficult and it's expandi ng not on
purchasing, it's more on the health management and
creating that same type of philosophy and strategy
as in the U S.

MR. O BRI EN: | have a follow-up
gquestion, you mentioned and |I think a number of
t he panel have tal ked about case managenent and
failure to have sort of preventive care, have you
found through your work that the shift towards
preventive primary care has been the bigger
percentage of your prem um dollar than what it is
nati onwi de?

MS. VETTER: Oh, to me, okay, well,
what's interesting is on the preventive care, the
data indicates to us that preventive, our
enpl oyees were very good at preventive care, 12
percent of our health care costs are on preventive
care.

So, | don't think there's been any
increase in preventive care, what we see is better
management of chronic conditions, okay, so, we see
much more active management of chronic conditions
versus just an increase in the preventive care.

MR. O BRI EN: And as far as | essons
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for other enmployers both on getting to be good at
primary care and managi ng chronic conditions, are
there takeaways, is it data driven or are there
ot her takeaways that the other enployers can |earn
from your experience.

MS. VETTER: Yeah, it's data driven.

Looki ng at the data, we understand and it's been
publ i shed that 50 percent of health care costs are
attributable to lifestyle nmodification and | ooking
at the data such diseases or conditions such as
hypertensi on and asthma and so forth, circul atory
type of conditions, managing those conditions are
as key to containing costs and driving good
heal t h.

So, as an example, at EMC when an
i ndi vidual takes a health risk assessment, if
t hey' ve been identified at risk for a particular
condition or if they self-disclose a particular
condition, that information is shared with
lifestyle coaches and there's outreach, so,
lifestyle coaches will reach out to the individual
and get them engaged in a program so, the data is
key to driving our success in our programs.

MR. BURTON: Wbuld your business or

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

94
busi nesses that you are famliar with be open to
consi dering use of such strategies as limted
net wor k plans that encourage use of |ower cost
providers, tiered network products, small group
purchasi ng via an exchange or cooperative such as
a Commonweal th Health | nsurance Connector and
there was a corollary question, as enployers do
you think your enmployees will be satisfied with
narrow network projects given the concl usion that
there is no difference in provider quality?

But the main question is would you be,
are you famliar with and considering these other
three strategies, Ilimted networks, tiered
net wor ks and small group purchasing.

MR. MONGEAU: As far as the first two
options, yes, it is something we would consider
and | think I would want to add to two earlier
guestions and kind of weave them together.

By way of the data that is currently
avail abl e, although it m ght be disappointing with
respect to cost and quality, we're very encouraged
that it's a baseline, we have a starting point in
which to build and | think that that is a huge

success.
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Wth respect to what makes the prograns
successful and what would make the two programs
that | said we would consider successful on a
go forward basis is they need to be data driven,
sound data driven but another element and what has
made programs successful is we're dealing with
consumers.

So, communi cations, branding, culture are
all critical and these are elements that a conpany
can bring to the table effectively because of sonme
of the inherent nature of the way a conpany
oper ates, so.

MR. ROMANQC: It's interesting, |
t hink | arger conpanies have a great advantage and
| think some of the things that they are both
doing is wonderful, but when you get to be a
smal | er conmpany you don't have all those
resources, and it seenms to me in Massachusetts,
when you're speeding, you get a ticket, your
prem ums go up for the next three years | think,
and | envision two enpl oyees in our conpany, onhe
payi ng half the anmount of another enployee if they
don't smoke, if they're not overweight, if they

take their health assessnment, if they do their
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yearly physical.

So, I'"'m going back to fisca
responsibility of the individual enployee. For get
motivating, |'m going to notivate them with
dollars. As an ex |IBM salesman, that's what
nmotivated me was how did | sell

And so, ny feeling is if you want to live
an unhealthy lifestyle, you're going to pay for
it. If you want to, you know, do something else
that's the way it is. That's what happens | guess
when you're an ex Third Mari ne Tank Commander in
Vi etnam you know, what are you going to do, |
just tell you I came out of that background.

| mean at this point I'm so frustrated
with trying to get it to work that | have to do
something or |I'm not going to be here five years
from now and |'ve got to figure out how to do it.

MR. BURTON: Why am | not surprised
you were a tank commander . | had Delia was
responding to that question and then Al an.

MS. VETTER: Yes, just in response to
t hat question and another comment, on price
transparency which is very important to the

consumer because we know that they are not aware
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of what health care truly costs, and so, price
transparency at EMC is now avail able to enpl oyees,
t hrough the personal health record enpl oyees each
time their office visits and their diagnosis, al
the information is transmtted into their personal
health record, they can see how nmuch that that
care actually costs and I can tell you that it's
an eye opener.

We have had individuals that have | ooked
at their personal health record and they've seen
t hat they've spent out of pocket for a copay say
at a hospital $250, and their surgery or their
procedure was 50 or $60, 000.

So, think of the price transparency is so
i mportant to increase the value of, the procedure
val ue of enployer sponsored health care, so, price
transparency is key, and in response to your
guestion on the tiered networks, yes, we would
consider tiered networks because we feel that too
t hat enpl oyees are shielded fromthe fact that
every provider is equal and we know that that is
not true.

MR. BURTON: Al an.

MR. MacDONALD: | was going to say
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yes, a tiered situation, we did a report in 2002
whi ch | ooked at the fact that quality care at an
appropriate setting where you would say whether it
be community setting or a health center, health
clinic versus what would be a nmore expensive | eve
of treatment for the same result, we said to
ourselves at that time if you could have the
chooser choose a nore expensive setting for the
simlar result, they ought to pay at |east part of
the choice, that we would never want to deny
anyone the opportunity for the sanme result at an
appropriate setting but we also wouldn't want to
deny choi ce.

So, if somebody wanted to do that in a
system that is subsidizing everything, that they
ought to pay for it thensel ves. That's why we
weren't surprised at the differentiation on the
price because demand is what dictates price a | ot
of times, quality we assumed to be very good at
the |l ower price level, we find that to be true,
but price relates not only to quality but demand.

And so, when the product is subsidized
demand goes up of course and we subsidize in our

system everybody from the highest inconme earner to
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the entry |level position on the same policy, so,
why woul d we expect any different in their
behavior with that kind of subsidy, but if we say
t hat those who can afford to make the choice,
bl ess them and | et them make the choice but |et us
not have to subsidize the choice that someone
makes that they can afford for the same result at
a lower level, so, we're all for that system

MR. BURTON: Eric.

MR. M CHELSON: The limted network
idea, that's a drawback especially with m ddle and
ol der aged enpl oyees because they have devel oped
great relationships with doctors.

| mean the first question ny wi fe asks me
when | come home and say we're switching insurance
again this year is well, are the kids' doctors on
t he plans, you know, is my doctor on the plan?

So, it really, we have to | ook at these
t hi ngs very carefully and we actually took a good
| ook at the Business Express program offered by
t he Connector and found that the majority of the
doctors that we were currently seeing weren't
covered in the networks and some of our enpl oyees

have | ong-standing relationship with specialists

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

100

t hat weren't covered.

So, at this point in time, at this point
in the system going on a limted network is very
difficult for us. Tiered plans we would consider,
smal |l er groups we would consider also, but going
back to the discussion we were having about the
fact that these prograns contribute better to your
cost control than the |everage or the size of your
group, as a small business | don't have the
over head, | don't have the staff, the time, the
critical mass of enployees to roll out well ness
programs or these great progranms that Frank and
Delia tal k about, I mean Peter and Delia talk
about, but | would Iove to have ny enpl oyees be

able to avail thenmselves of that and get cost

savings but that would fall into the hands of ny
enpl oyer, | mean on nmy insurer, so, it's a real
probl em

MR. BURTON: The report opines that
busi nesses across all categories are reducing the
size of benefits, if this is the case for your
busi ness or businesses you are famliar with how
have your enpl oyees responded?

| m ght answer nyself, I'"'min the Mass.
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i nsurance state system and we did have our
benefits reduced and there was sone reaction but
i ke M chael said, the way that the state plan
works is it's not subject to everyone in the
system but took a higher copay sinmply to keep the
system sol vent .

Have you had experience with this in your
busi nesses where you reduce benefits as the report
has said and what's the reaction?

MR. ROMANOC: Honestly enpl oyees don't
like it at all and it is a real issue and they are
very upset over it. | mean | ast year we w ped out
chiropractor services as part of something covered
because we wanted to save noney there.

It is difficult. Empl oyees today see
t hat they are paying, many conmpani es are asking
t he enpl oyee to pay nore of the health insurance,
so, | see it as a real problem and we have to find
a better way.

We just can't keep cutting and asking to
pay nmore, that's just not going to work.

MR. BURTON: Ot her panelists, Peter.

MR. MONGEAU: We have had actually

success, we've been fortunate that the changes
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we've made to our health plan have not been
drastic and they have been ones that are in |line
with what | have spoken about in particular with
respect to trying to weave in sonme el ement of
accountability when the data is there for
enpl oyees to make wi se deci sions.

We al so | ook at the total deal for our
enpl oyees, so, that we're conscious of what we
pay, the culture, the organization, et cetera, and
our survey data actually indicates that enpl oyees
are quite satisfied with what we are offering,
benefits and el se w se.

MR. BURTON: Deli a.

MS. VETTER: Li kewi se, at EMC we've
been very fortunate that we have not increased
copays or deductibles since |I think it was either
2004 or 2005, so, each year we continue to again
just to focus on the cost containment on the
heal th management, we've increased enpl oyee
contributions in the single digits while we know
t hat ot her enpl oyers are increasing in the double
digits, so, simlar to Peter we have had very good
success and have not had takeaways.

MR. BURTON: Last question, what
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i mpact do you think transparency of quality in
cost providers would have on your business or
busi nesses you are famliar with, what specific
kind of information on price and quality woul d be
most hel pful to you in considering benefit design
or benefit purchasing, anyone? Don't speak at
once. Yes, Frank.

MR. ROMANQC: | think it's great, |
mean | think enployees, if we did a study on what
empl oyees think, | think they think some of the
teaching hospitals provide better health care.

Once they understand that the | ocal
regi onal hospital can provide good health care to
them at a better price, then | think that's a big
win, so, | came away with that today.

|*ve got a piece of data now that | can
talk to ny enpl oyees about and let them understand
t hat that perception isn't always the case.

MR. BURTON: From t he noddi ng heads |
take it the rest of you agree with that. Any
further coment on that? | can't conclude w thout
mentioning, in deference to what M chael said,
that all of the chambers are supporting paid plan

design for the municipalities right now which is a
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tough situation, but | think as Mchael said it's
a critical area now and it's going to be a tough
i ssue but that's where the towns get to design the
pl ans for their enployees and mllions of dollars
| understand, M chael, would be saved due to that
met hod.

MR. W DMER: Well, yeah, save tens of
mllions of dollars and it would compound over
time, but the other thing to underscore is in the
| egi sl ation, there would be protection that the
pl ans would be no worse than if you will or on a
par with G C, so, that the notion that somehow
you're going to, sonme town will just basically
jettison health care benefits for enployees and
retirees would not be the case.

There would be a protection because even
with the changes in the GIC, the state enpl oyees,
retirees, it's a very good plan, so, that protects
you there.

MR. BURTON: Unl ess there's any
further questions or conmments, that concludes this
panel . |'d like to thank profoundly our panelists
today for taking time to conme in, and thank you

all very much.
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(The audi ence appl auded.)

MR. MORALES: Thank you, and we're
going to take a ten-m nute break and cone ri ght
back.

(A break was taken.)

MR. MORALES: And I'd like to invite
Comm ssi oner John Auerbach, Comm ssioner of Public
Health, to the podium

MR. AUERBACH: Thank you,

Comm ssi oner Morales, and thanks to all of you who
have stayed throughout the day and are still here
to hear the testinmny of this inportant panel.

| want to in particular thank
Comm ssi oner Morales for including the voice of
the consunmer in these three days of hearings and
t hank you for your |eadership in ternms of ensuring
t hat consumers are a part of the process, that is
i mportant because fundamentally, health care is
about neeting the needs of the consunmer of care
and it's the patient who benefits when care is
both high quality and accessible and it is the
pati ent who suffers when care is neither of those,
and consumers in fact do care about costs for many

reasons, those include such things as the inpact
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of the cost of premuns, the inpact of copays and
deducti bl es on the one hand and it also, consuners
care about cost al so because of cost rel ated
deci sions that may affect them such things as
l[imting the benefits that are available to them
or limting the providers or the facilities they
can visit are all related to costs, and consuners
al so are, approach the issue of health care not
just in terms of clinical care in a narrow sense
but they're concerned, we're concerned as patients
with our overall health, overall wellness, and
therefore, take a broader perspective on thinking
about this issue and think about all the
conditions of our lives, not just the clinical
visits that do have an inpact, and sone of those
conditions of life often called the soci al
determ nants of health, patients understand have a
critical role in terms of conplementing what takes
pl ace in the clinical settings.

And so, not surprisingly since consumers
and patients care about cost, consumers and
patients want to have a role and a voice in
shaping policy and in determning their prem unms

and the way the care is delivered.
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So, to discuss all of those issues |I'm
delighted to introduce the esteemed panel that you
see before you and followi ng the format that was
used in the last panel, |I'Il be introducing each
one of the panelists one at a time, they' |l speak
and then followi ng each of their presentations
we'll engage in a question and answer peri od.

So, the first person who will be speaking
is known to many of you is Amy Whitconb S|l emmer,
Anmy is the executive director of Health Care for
All, Any.

MS. SLEMMER: Thank you so much,
Comm ssi oner Auerbach, for facilitating this
panel. Health Care for All is pleased to
participate in these hearings and we comend the
Di vision of Health Care Finance and Policy for
their exenplary work in producing the detail ed
cost trends report and for their dedication to
transparency and for organizing today and the rest
of the week, thank you so nuch.

Health Care for All is a nonprofit
consumer advocacy organi zation dedicated to
creating a consumer center health care system that

provi des conmprehensive, affordable, accessible
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competent high quality care and consumer educati on
for everyone especially the most vul nerabl e people
anong us.

Much of HCFA's work is conducted through
state coalitions, and we convened the
Massachusetts Coalition for Better Care, a broad
net wor k of consumer organizations working together
to achieve conprehensive payment reform

' m pl eased to be joined by a number of
our coalition members this afternoon who wl
speak on their own behalf but also some for their
own i ndividual organizations.

We believe that it is imperative that we
tackle the cost and quality challenges in our
health care system as quickly and effectively as
possi ble. As we know that thousands of consumers
are struggling to pay for their annual prem um
increases in order to maintain access to our world
renowned and expensive health care system

The cost trends report highlights the
fact that health insurance prem uns and the price
of medical care are escalating at an alarm ng
rate. As you gather testimny this week, we urge

everyone to remember that it's the Massachusetts
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consumers who shoul der the brunt of these ever
increasing costs. We strongly believe that
consumers nust be at the center of any
conversation about health care costs and propose
policy solutions.

Our work on cost and quality is shaped by
help line callers |like Melissa and Tom a couple
who opened a small business in 2008 and thanks to
our health reformlaw qualified for affordable and
conprehensi ve health insurance through
Comonweal th Care. Their two young daughters
receive their care through Mass Health.

By the end of their first year in
busi ness Melissa and Tom had earned $70, 000 which
IS a success in any economy but a remarkabl e
achi evement in our current circumstances.

Unfortunately, it was also nore than the
allowable Iimt for a famly of four to qualify
for the sliding scale prem uns and that they
depended on to pay for their health insurance.

In order to retain comprehensive
coverage, Melissa and Tom's prem uns were quoted
to be $12,000 a year which was a quadruple

increase in their cost they paid under Comp Care,
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and even with a tight famly budget absolutely
this number and cost was unaffordable, so, this
Massachusetts famly is currently uninsured.

The prelimnary report released by the
Attorney General on cost trends and cost drivers
found that our conpetitive marketplace is not
operating in a fair and bal anced way and that
mar ket mechani snms are not serving public needs.

"Il quickly highlight four areas of
concern and related opportunities and we will
fully agree with and endorse the points that you
will hear fromthe other consumer representatives
this afternoon.

First of all, consumer engagenment can
| ead to | ower costs and better quality. The nost
critical conponent necessary to containing health
care costs in a sustainable way is to engage
consumers as partners in their own health care.

We know that there are innovative
programs that have denonstrated increased patient
skills and | ower overall costs and we believe we
must revise our paynent system so that programs
i ke these are supported to inprove the quality of

care, improve patient satisfaction and | ower

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

111
overall health care costs.

The second thing we believe strongly in
is that transparency is a prerequisite to
effective oversight, patient understandi ng and
public accountability.

We strongly urge policy makers to expand
public transparency of our health care paynment
system The AG s report indicates that there are
suppl emental paynments frominsurers to providers
that are not related to patient volume, patient
acuity or meeting other health care quality
st andar ds.

We wel come public scrutiny of these
payments in order to better understand how they
benefit patients. How many ti mes have we heard
t he patients have no idea how much our tests and
procedures cost.

We urge the Division and other state
agencies to fully disclose conplete information on
prices, contracts and financial arrangements in
our health care system

The third thing we feel strongly about is
t hat cost reduction and quality inmprovement can be

achi eved by rewardi ng coordi nated care. Qur
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current payment structure rewards quantity of
service and not quality.

We are endorsing the eventual elim nation
of paynments for unnecessary duplicative tests,
prevent abl e hospital readm ssions and medi cati on
errors. These efforts are of no value to patients
and cost our health care system necessary doll ars,
dol l ars that would be better spent incentivizing
providers to keep us well and out of hospitals.

We want all Massachusetts residents to
receive the health care they need when they need
it. This care must be coordinated so that
everyone i s kept healthy as possible and not just
patched up and sent on our way until the next
acute episode.

Fourth, we believe an expanded i nvest nent
in public health and public prevention progranms
can also reduce overall costs. The health care
quality and cost roadmap to cost contai nment
emphasi zed the critical role that public health
pl ays in addressing overall health costs.

We endorse community and enpl oyer
engagenent efforts that focus on inmproving our

health Ii ke increasing wal kable schools, school
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routes as well as key regul atory changes I|iKke
nutrition |abeling, and finally, we believe
strongly in the investment of public health
campai gning |li ke substance abuse prevention in as
cost effective ways in attributing overall public
heal th and thereby del aying and reducing the
dol | ars needed for our health care.

We think that investments in public
health pay long term and wi de ranging dividends
t hroughout the Commonweal th and believe our
current public health spending must be increased
as a vital part of paynment reform

Health Care for All | ooks forward to
wor king closely with the Division, the Attorney
General and other state officials on health care
cost containment and quality improvenment efforts.
Wth Chapter 58, Massachusetts pioneered health
care reform We showed the nation how we could
expand coverage to al nost everyone in the
Comonweal t h.

Now we have the opportunity to |lead the
way by taking bold steps to control the costs and
i mprove the quality of care that our health care

system delivers. We know that the Governor and
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this adm nistration are commtted to this goal and
we pl edge our best efforts to make the changes
that are needed to serve the interest of patients
who nust be at the center of this next phase of
health reform  Thanks very much.

MR. AUERBACH: Thank you, Anmy, for
t hat presentation and for the brilliant
observati on about the value of public health.

MS. SLEMMER: | Iiked that.

MR. AUERBACH: Qur next speaker is
Debor ah Banda, Deborah is the Massachusetts state
director for the AARP, Debor ah.

MS. BANDA: Thank you, AARP is a
menber shi p organi zation for people over the age of
fifty and we constantly hear heartbreaking stories
from our members. We know that the cost of health
care is one of the nmost inportant personal and
econom c issues they're facing right now, not only
for themsel ves as aging Anmericans but for their
children and their grandchildren.

|'d like to tell you just three quick
stories to sort of put a face on what it is |ike
for these folks. Ann is sixty-three years old,

she's self-empl oyed and she |lives on the Cape.
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She buys her health insurance through a small
group. In 2002 her prem uns were $400 a mont h and
t hat sounds very bad. This year they're $1,059 a
mont h.

She is healthy and she takes no
medi cations. She told us just yesterday that
she's considering reducing her coverage to
somet hi ng more affordable. She also told us that
she's thinking of moving out of the country
because she just can't afford to live here anynore
and have the health insurance coverage she needs.

We heard a simlar story froma
Si xty-three-year-old Danvers woman and she told us
every time she thinks about what it costs her to
stay insured, she feels |like she is being hit in
t he face.

Anot her story, Pat from Salemis
fifty-nine, she went on Medicare early because of
disability. In 2008 she and her husband spent
nearly $15, 000 on out-of-pocket health care costs.
She told us it's a struggle and | think that's
probably a massive understatenment on her part.

| have filed much more | engthy testinmony

but I want to briefly confine my remarks today to
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two areas of particular concern to our aging
popul ati on when it comes to confining costs and
which are critical, nanely, the role of better
care coordination on reducing the need for
institutional care and also the need to support
famly caregivers.

Better care coordination as Any indicated
is critical to reducing costs while inmproving
quality of care and quality of life for those
folks with multiple chronic conditions.

It's especially inportant to ol der adults
who are more likely to have chronic conditions and
who are |likely to have famly or other informal
caregivers who are struggling to help them

Good chronic care coordination can help
keep individuals out of more costly institution
settings and providing the supports to live
i ndependently can help delay or prevent
institutional care.

Supportive services or home and conmmunity
based services can often be provided nore cost
effectively than care in an institution setting.
For example, some of our research shows that on

average Medicaid dollars spent on home and
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community based services can support nearly three
ol der adults and individuals with disabilities for
every person at that same price cost for a nursing
home.

Ot her recent research indicates that
states that make long term comm tments to
increasi ng home and community based services while
di mnishing their reliance on nursing home
services can realize long term savings; however,
we know that such a comm tnment requires short term
transitional costs that states can have trouble
payi ng for right now especially in these tough
econom c times.

Enhanced federal Medicaid matching funds
for home and community based services could
provide the incentives to make short term
investments that result in |long term budget
savings and inmprove lives for older adults and
people with disabilities who need these services.

Now, keep in mnd that famly caregivers
are often critical parts of an interdisciplinary
care team hel ping to neet the needs of an
i ndi vidual with multiple chronic conditions;

however, we also know that caring for |oved ones
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can take a physical, emotional, nmental and yes, a
financial toll on caregivers that is very wel
docunment ed.

To continue in their caregiving role and
to help ensure the provision of quality care and
reduce costs to the public and private payers,
caregi vers need additional support.

It can come in a variety of forms, it can
come as an assessnment of the caregivers' needs to
hel p them connect them to services such as
information and training and respite care, better
di scharge planni ng, navigational assistance and
i nformati on about providers so as to make the best
deci si ons about care options, better
communi cations with providers as part of the care
team and al so support from nurses and socia
wor ker s.

AARP has estimated that the econom c
value of famly caregivers' unpaid contributions
to be about 375 billion dollars in 2007, so,
supporting these folks is not only the right thing
to do, it is also the smart thing to do
economcally as well.

So, we urge the Commonwealth to adopt
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policy recommendations that initiate cost
cont ai nment measures that effectively constrain
growth in price, volume and intensive care
services without comprom sing quality of care or
i nappropriately denying access to care.

We must ensure that cost contai nment

efforts do not result in efforts to shift costs
i nappropriately to patients or other payers and we
urge you to develop policies that initiate tests
t hat eval uate payment approaches that create
incentives for providers to be nmore efficient and
more effective and that reward good outcones,
t hank you.

MR. AUERBACH: Thank you very much,
Deborah, and now I'Il introduce Matt Selig who is
t he executive director of Health Law Advocates,
Mat t .

MR. SELI G: Thanks, Comm ssioner.
just want to start by thank you very nuch,
Comm ssi oner Morales, and his staff at the
Di vision of Health Care Finance and Policy and the
Attorney General and her whole staff for all the
effort they did putting together all the

i ncredi ble research that went into this, the
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background for this hearing. | know that they did
an incredible job and I also want to thank the
Di vision of Insurance and the Department of Public
Health for all the work they've done as well, and
it's really a huge privilege to be up here with
all these incredi ble advocates up here, they're
all wonderful.

My name is Matt Selig and |I'mthe
executive director of Health Law Advocates, which
is a nonprofit public interest law firm that
provides free |legal services to |low income
Massachusetts residents having trouble accessing
heal th care.

We help nearly a thousand | ow incone
consumers each year. Much of our work involves
hel pi ng consumers obtain insurance coverage for
their health care. W also handl e many cases
involving clients who have medical bills for which
no i nsurance coverage is avail able.

What we see every day are consumers who
have enormous medical bills that they can't
afford. They're afraid to go in for badly needed
health care because they're scared to get nore

health care bills and their lives have turned
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upsi de down because of the cost of health care.
They | ose any savings they may have, they | ose
t heir housing, they drop out of school and their
credit is destroyed.

|'d like to descri be one case that's very
typical of the situations we encounter. W were
contacted by a forty-three-year-old-man from
Boston I'1l call Peter. Peter has dealt with
health issues his entire life.

He has congenital heart problens that
| ead himto get a pacemaker when he was seven, he
suffered a stroke at a young age and has frequent
seizures since. A few years ago Peter was worKking
and earni ng about $20,000 a year and he had health
i nsurance through his job which paid for about
90 percent of mpst health services.

At that time Peter went in for services
at a Boston hospital and al so needed energency
care by a hospital on the South Shore at a time
close to that. He ended up with hospital bills
for about $1,600 from both institutions, but
Peter's income was only enough to cover basic
living expenses so he had no way he could pay

these bills.
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Both hospitals referred the bills to
coll ection agencies which reported the debt to
credit rating bureaus. Nei t her hospital advised
Peter to apply for the Health Safety Net program
t hat woul d have covered the hospital bills if Tom
had applied even within a few months of the
services.

HLA attorneys contacted the hospitals on
Peter's behalf and after they exam ned the case
t he hospital in Boston agreed to forgive the bill
for $1,600 and their collection agency pronmptly
renmoved the debt from his credit report.

The hospital on the South Shore refused
to negotiate and said they did not offer discounts
to patients with insurance. The hospital also
claims their policies made it inmpossible for them
to remove this debt, the debt from Peter's credit
report until he paid the bill in full.

Peter's in and out of work because of his
heal th and simply cannot afford to pay these
bills. HLA handl es cases like this all the tinme
and it illustrates the chall enges consumers face
with the cost of health care.

| chose this case really because it's not
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an outlier case, we do have cases involving tens
of thousands, hundreds of thousands of dollars
worth of debt, but this is a case where $1, 500,
$2,000 worth of debt which to a person with
limted means is really an insurnountable anmount
of money to pay but yet the kind of case that we
have all the tinme.

That's really all | have for now for ny
testimony, and in closing | just wanted to say
that |'m |l ook forward to participating in the
di al og today and in the future with policy makers
and all the other stakeholders in the health care
systemto find solutions to contain the cost of
health care and inprove the system for al
partici pants.

MR. AUERBACH: Thank you very much,
Matt . Qur next speaker is Nancy Turnbull, Nancy
is the senior |ecturer on health policy and
associ ate dean for educational prograns at the
Harvard School of Public Health, Nancy.

MS. TURNBULL: Thank you,
Comm ssioner, | have to first note that | am
having ny time kept by someone who used to be a

student of m ne at the School of Public Health and
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| just want to say to you | plan to ignore you as
much as you used to ignore ne.

| appreciate very nmuch the opportunity to
testify today about the consumer experience of
advi sing health care costs. | want to focus ny
remar ks on four different areas, a couple of which
have been touched on by other people today.

The first is the corroding effect that
rising health care costs are having on famly
inconmes; the second is the jeopardy to health
reformin Massachusetts of rising costs with
particul ar focus on individual mandate; the
fourth, the third is the opportunity costs of
rising health care spending in terms of our
ability to make investments in other inportant
areas that would improve health; and finally, |
want to end with the wi sdom of Chicken Little.

So, the first point is one that Len
Ni chols made | think very well and that's the
poi nt that health insurance prem uns are
increasing faster than incomes which is creating a
crisis of affordability for individuals and
famlies.

I n Massachusetts health i nsurance costs
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are rising at a rate that's three to four times
the rate of wages and | really commend any of you
who haven't read it, there was a great consumer
Comonweal th Fund report |ast year which | think
summed up what's happening well which was call ed
"How health insurance prem uns are eating up
m ddl e class incomes."

| ndi viduals and famlies are devoting an
increasing share of famly incomes to health care.
This is making it harder and harder for people to
pay for other |iving expenses.

The problemis conmpounded as we've heard
today from a few people on the fact that health
benefits are getting skimpier which means that
people are not only paying increasing premuns and
mor e expenses out of pocket and there's, there are
a variety of research studies that show that
rising health spending is making it ever nmore and
more difficult for people to save, for people to
save to buy houses, for people to save for coll ege
education for children, for people to save for
retirement, so, |ower savings rates that are being
caused by rising health spending will have

i mplications for decades to come and these
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problems are particularly acute in Massachusetts,
where referred to today we have the highest health
i nsurance premuns in the country and where
househol d income is actually growing quite a bit
more slowly than the rest of the country.

The combi nation of these two things is
producing a situation which for me rem nds ne of a
video gane sonme of you may be famliar with which
is called Pac Man or Pac Wman.

| actually would have done much better in
coll ege had | not become so acquainted with these
games, but in Pac Man you may remember there are
four characters who are called Inky, Blinky, Pinky
and Clyde who are the only forces that can stop
Pac Man's insati able appetite for more and nore
Pac drops and energizers and fruits and power
pellets, and | think we actually need to devel op
our own version of Inky, Blinky, Pinky and Clyde
in health care.

Ot herwi se, pretty soon it's going to seem
as if nost people in the Comobnweal th are worKking
for health insurance wages as a fringe benefit.

So, the second point is rising health

care costs jeopardizing health reform we've heard

COPLEY COURT REPORTI NG, | NC.
(617) 423-5841




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

127
that from several speakers today. The point about
this | want to make is a somewhat different point
and this comes from ny perspective as a nmember of
t he Connector Board and board member, one of the
t hi ngs that the Connector Board has to do every
year is set the affordability schedule and we did
this |last week at our board meeting and this is a
schedul e who determ nes who is subject to the
i ndi vidual mandate in the state and it shows
different famly configurations and different
income | evels how much we've decided is affordable
for people to pay for health insurance or else pay
t he penalty.

Now, when health insurance prem uns are
i ncreasing, that's for enployer insurance,
i ndi vi dual 1insurance or any other kind of
i nsurance, the inmpact of the individual mandate,
how many people are actually subject to erodes
unl ess we increase the affordability schedule, so,
since the affordability schedule was adopted in
2007, every year the Connector Board has voted to
increase the affordability schedul e.

We do it differently for people at

different income levels, but if you want to retain
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t he reach of the individual mandate, we have to do
that with health insurance prem uns going up, but
al t hough if you've ever been to one of our
meetings, you know we have a |ot of differences of
opi nion and phil osophy about what's affordable in
this state, | think the one thing that we all
agree on on the Connector Board is the biggest
chall enge we face in setting the affordability
schedul e and reaching the individual mandate is
how fast health insurance prem uns are goi ng up
and it's sinply not possible every year to
increase the affordability schedule 8 to 10 to 12
percent .

So, if we don't do that, we will find
that the reach of the individual mandate erodes
and in ny view it should erode for reasons of
fairness and equity, so, finding ways to contain
health insurance costs are very inmportant to
mai nt ai ni ng our progress in health reform

The third point, and |I hope Comm ssioner
Auer bach will think that I'mas brilliant as Anmy
and others in making this point, is what
econom sts call the opportunity cost of rising

heal t h spendi ng.
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For those of you who remenber your
i ntroductory econom c courses, opportunity cost is
a fancy phrase that econom sts give to talking
about what do we forgo when we pay for something
in terms of what else we could have spent our
income on.

If you | ook at what are called the social
determ nants of health and public health people,
the econom c and social conditions that determ ne
the health of individuals and comunities, you
find that actually medical care is pretty far down
the list of the social determ nants.

There's |lots of research that shows that
whil e access to medical care is inmportant to
health, it's a lot |less inportant than many ot her
things, it's a lot less inmportant than educati on,
enpl oyment, income security, quality parenting and
early chil dhood devel opment, food, housing, social
supports and all of the other things that
determ ne the conditions in which we work and
live.

So, as health care i s consum ng nmore and
more and nore of both our private and public

resources, the consequence of that is actually
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probably reducing our health ironically enough,
it's reducing our health by limting the resources
we have available for all those other important
determ nants of health, education, housing, income
support, all the other things that | named, and
the extraordi nary state budget cuts to public
health over the last few years | think are
particularly disturbing in this regard.

So, access to health insurance and
medi cal care are inportant, they're not the sanme
as health and for me, actually the nost critical,
i mperative to control health spending is to free
up resources that would be much better devoted to
education and public health and other soci al
services if we actually want to get healthy.

So, nmy final point is what | call a
| esson from Chicken Little. So, and this is the
point that it's hard to find ways to control
health spending and it's, there's a huge gap
bet ween what governnent officials and health
policy experts and consuners think about how
urgent it is to do that.

It is, and | think in fact Comm ssi oner

Mur phy actually made this point very early, well
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and earlier this norning, nmost people with higher
incomes, which I imagine probably includes nost of
us in this room unless we work in this field we
don't necessarily see rising costs as a threat to
our own access, so, the issue of controlling costs
probably not in our personal |ives, maybe has not
as much salience as it does for many other people.

In fact, | think as Comm ssioner Murphy
said is the downside to this, but the point here
that I want to make is | think for too | ong we've
del uded ourselves that there are ways to control
costs that don't involve sacrifice, that don't
involve fighting, that don't involve hard choices,
and some of the things that have recently been
wel | tal ked about, ways to control costs.

So, | think they're inmportant and | would
put on this list, you know, elim nating waste and
a lot of this talk about public reporting,
adm nistrative sinplification, even Health H T,
all of these things are really important and I
think we need to make investments in all of these
t hings, but to me nore to include the quality than
to control costs because | don't think that any of

these things are going to be the way to control
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costs.

| commend Comm ssioner Morales and his
staff, comm ssioned a very good report by the Rand
Corporation which is really an exanmple of how many
of these things that are getting a |ot of focus,
while they're very good to inmprove quality, it
probably won't actually help us to control costs.

So, instead controlling costs is going to
i nvol ve hard choices and political |eadershinp,
including | ess revenue growth and income for sone
providers, |ower revenues, less profitability for
health plans and probably |ess and different care
for those of us who are consuners.

If you're as old as I am and maybe only
Rob has been around this issue as long as | have,
but since he's the only other one who has gray
hair, it really feels like testifying on the need
to control health care costs, you feel Ilike
Chicken Little, and for those of you who haven't
read Chicken Little as recently as | have, Chicken
Little was frantic to warn the king that the sky
was falling and only an acorn was falling on his
head, and that's what most of us remenmber about

the tale of Chicken Little.
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But to ne the real moral of the Chicken
Little story is a different one and it's really
quite appropriate here, the noral of Chicken
Little to me is do not be afraid and don't be a
chicken, and I think we're at a moment in time
when maybe the political forces have aligned and
we're showing a readiness to attack this problem
in a new and different way.

For some of us it's because we want to
sustain the progress we've made on health reform
for other people it's for actual reform for
others it may be the only silver lining we can
find in the fact that the econony is so terrible.

So, | really urge us to heed both the
wi sdom of Chicken Little and also it's actually
the wi sdom of Stanford econom st, Paul Romer, so,
he said a crisis is a terrible thing to waste.

So, | actually think we know what many of
the things we need to do to control health care
costs are, so, we really do know the health care
version of Inky, Blinky, Pinky and Clyde, and I
t hi nk we shouldn't waste the opportunity to do
somet hing big and bold and effective in

controlling health care costs.
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| would say consumers can't afford any
mor e del ays in doing what needs to be done, so, ny
fourth point is just let's not be chickens.

MR. AUERBACH: So, Dean Turnbull gets
special credit for weaving in both Pac Man and
Chicken Little into this discussion, thank you
very much for that. And now I'd like to introduce
Cheri Andes, Cheri is the |ead organizer for the
Greater Boston Interfaith Organization, Cheri.

MS. ANDES: Thank you. For those of
you who don't know, Greater Boston Interfaith
Organi zation, GBI O, is an organization of
fifty-five other organizations, churches,
synagogues, mosques, unions, community devel opment
corporations and sone other creative institutions
that come together to work on public policy
i ssues, issues of justice, issues that our various
constituents can agree are critical to the 55,000
peopl e that our organization represents and we
were proud and honored and excited to be partners
with al nost everybody, everybody on this panel,
not everybody, everybody on this panel.

MR. AUERBACH: We'll talk | ater.
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MS. ANDES: In helping to bring
health reform to Massachusetts and in helping to
i mpl ement health reformin a way that we felt
woul d benefit our menbers and the society as a
whol e.

So, we're here today because we believe
that health care costs |like health care access is
a justice issue. There's general consensus and |
think we've heard it today anong policy makers and
consumers at |arge that as Nancy said, health care
costs are growi ng well beyond the overall rate of
inflation and people's incomes, three to four
times the rate of wages and health care costs in
Massachusetts are among the highest in the nation
and actually the world.

The consensus around that, GBI O believes
that this trend of out of control health care
costs is in fact a nmoral issue, is in fact a
justice issue and one that needs to be addressed
out of that, that belief system

We believe that out of control health
care costs threaten the viability of Medicare and
Medi caid to meet the entitlement needs of those

groups, that's a justice issue. Ri sing health
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care costs mean that enployers instead of giving
wage i ncreases have to dedicate these |abor
rel ated resources to paying health insurance
prem ums instead, so, people aren't getting the
ki nd of wage increases that they need to maintain,
sustain thenselves in this new econony, that's a
justice issue.

The cost rises |leads to government
needing to scale back its paynents to providers
maki ng such patients |ess desirable to be cared
for by the doctors, so, people, especially
Medi caid fol ks, have difficulty obtaining
specialty care because no one will see them
that's a justice issue.

Provi ders because of the fee for service
model are pressured to see too many patients in
one day which can and does |ead to subopti mal
care, that's a justice issue. Access gains wl
be eroded.

We worry about the erosion of the
i ndi vi dual mandate, and we also worry about the
erosion of the gains in access as costs go up,
we're not going to be able to afford to subsidize

so many or to maintain the benefit packages or
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people will be cut fromthe rolls. Just | ook
what's happening with dental care whenever we have
a budget crisis, so, access will be eroded if we
don't get health care under control and John
Ki ngsdale is constantly rem nding us of that.

And finally, for these reasons, GBIO
believes that the adm nistration and the
| egi sl ature nmust act and act immediately to reign
in these costs.

We advocate a comprehensive approach
focused not just on providers which seens to be
where the current conversation in the political
arena has been focused but also on insurers,
adm ni strators and pharmaceutical suppliers.

At this time we'd offer four specific
recommendati ons, hold insurers accountable to
reasonabl e prem um increases, specifically we
support Governor Patrick's attenpts to hold
i nsurance prem um increases to one and a half
times for medical inflation rates for the upcom ng
year.

No. 2, reform the way providers are paid
such that docs and hospital's recruits are

incentivized to provide high quality care but
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neither too nmuch nor too little based on patient
needs. Specifically, we support an all care
reform as reconmmended by the Special Comm ssioner
and we support the payment reform ten patient
priorities pronoted by Health Care for All and
Massachusetts Canpaign for Better Care.

No. 3, like Health Care for All's
testinony, like my friend Nancy's testinmony, we
believe that public health and prevention wl
have cost savings as well as improve the health
and quality of life. | don't need to say nore
than that, public health is public health is
public health.

Finally, we believe that consuners are
the heart of the care system and nust have a
strong voice in the governing of contai nment
reform spending. Consumers should be represented
on any governnmental entity as well as the
governi ng of any ACO s or any paynent
i ntermedi ari es.

| want to thank Comm ssioner Auerbach for
sharing this panel, Comm ssioner Morales for
organi zing it and doing so in such a thoughtful

way that consumers didn't have to stand in line
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all day to testify, so, appreciation is there,
t hank you.

MR. AUERBACH: Thank you, Cheri, and
our final speaker on the panel will be Rob
Restuccia, Rob is the executive director of
Conmmuni ty Catal yst, Rob.

MR. RESTUCCI A: | want to thank
Comm ssi oner Auerbach, Morales, Mrphy and
Attorney General Coakley for this panel.

Nancy referred to my gray hair, I'm
per haps one of the few people here who can recite
all of the hospital reimbursement |laws from 1980
to now starting with Chapter 372 in 1982.

| think it's important to note that
Chapter 372 was | egislation that was formul ated by
a group of business |eaders that came together in
1980 concerned about hospital costs and they held
private meetings at the business roundtable, they
devel oped | egislation and brought it to the
| egi sl ature and passed the | egislature without
debate and without dissent and there was no
consumer representation.

So, the change today is actually fairly

dramatic that there is a consumer voice organized
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in this way and | think it's particularly
complimentary to the state and to the
comm ssioners and to the Attorney General and
Governor to hold this meeting.

| ' m executive director of Community
Catal yst, a national nonprofit organization
working to ensure that consumers have a strong
voice in reformng the health care system

Community Catalyst works in forty-one
different states and working together with those
organi zations we also run canpaigns to address
some of the serious problenms in the health care
system

Some of you may be famliar with the
Prescription Project which we partnered with
Health Care for AlIl that addresses the issues of
drug conmpany abuses to prescribers and with Health
Care for All partnering resulted in the successful
passage of Chapter 305 and we are very thankful to
the Comm ssioner of Public Health and his
department in order to nove forward on that.

This year we're partnering again wth
Health Care for All to address another serious

issue in the health care system the failure to
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provide high quality coordinated care to o